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Mr.  Mills,  from  the  Committee  on  Ways  and  Means, 
submitted  the  following 

REPOET 

[To  accompany  H.R.  17550] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the 
bill  (H.R.  17550)  to  amend  the  Social  Security  Act  to  provide  increases 
in  benefits,  to  improve  computation  methods,  and  to  raise  the  earnings 
base  under  the  old-age,  survivors,  and  disability  insurance  system,  to 
make  improvements  in  the  medicare,  medicaid,  and  maternal  and 
child  health  programs  with  emphasis  upon  improvements  in  the 
operating  effectiveness  of  such  programs,  and  for  other  purposes, 
having  considered  the  same,  report  favorably  thereon  without  amend- 
ment and  recommend  that  the  bill  do  pass. 

I.  PRINCIPAL  PURPOSES  OF  THE  BILL 

The  general  subject  of  social  security  has  been  the  principal  order 
of  business  before  the  Committee  on  Ways  and  Means  for  the  past 
several  months.  On  October  15,  1969,  your  committee  commenced 
holding  extensive  public  hearings  on  all  aspects  of  the  Social  Security 
Act,  including  the  old-age,  survivors,  and  disability  insurance  pro- 
gram, the  public  assistance  programs,  and  the  medicare  and  medicaid 
programs. 

The  bill  now  being  reported  is  the  third  separate  bill  relating  to 
these  programs  recommended  for  action  by  your  committee  as  a 
part  of  its  recent  deliberations.  Last  December,  your  committee 
recommended,  and  Congress  enacted,  an  urgently  needed  15-percent 
general  increase  in  social  security  benefits,  effective  beginning  Jan- 
uary 1,  1970.  In  March  of  this  year,  your  committee  reported  H.R. 
16311,  the  proposed  Family  Assistance  Act  of  1970,  which  passed 
the  House  on  April  16,  and  which  related  to  the  public  assistance 
programs  established  under  the  Social  Security  Act. 
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The  bill  now  being  recommended  by  your  committee  contains 
amendments  to  the  old-age,  survivors,  and  disability  insurance 
(OASDI)  program,  including  a  5-percent  benefit  increase  first  ap- 
plicable to  benefits  for  the  month  of  January  1971,  and  amendments  to 
the  medicare  and  medicaid  and  child  health  programs. 

The  provisions  of  the  bill  relating  to  the  OASDI  program  are 
those  which  your  committee  believes  are  most  urgently  needed  at  the 
present  time  and  which  can  be  financed  from  the  funds  available  under 
the  financing  provisions  of  the  law  as  modified  by  the  bill.  In  addition 
to  an  increase  in  social  security  benefits,  the  bill  includes  improvements 
in  the  provisions  of  the  law  relating  to  the  social  security  retirement 
test  ;  benefits  for  widows,  widowers,  and  other  dependents;  the  method 
of  computing  benefits;  benefits  for  certain  persons  based  on  disability; 
and  minor  extensions  of  coverage. 

The  provisions  of  the  bill  relating  to  medicare,  medicaid,  and 
maternal  and  child  health  are  designed  primarily  to  improve  the 
effectiveness  of  these  programs. 

Your  committee  conducted  a  thorough  review  of  the  operations  of 
the  two  major  health  programs  in  the  Social  Security  Act — medicare 
and  medicaid.  These  programs  taken  together  accounted  for  $9  billion 
of  the  total  of  $60  billion  which  was  expended  for  health  care  in  the 
United  States  in  fiscal  year  1969.  Clearly,  the  impact  which  these 
programs  have  on  the  health  industry  is  quite  substantial.  Clearly,  too, 
developments  in  the  health  care  field  have  a  substantial  impact  on 
these  programs. 

Your  committee  became  convinced,  after  hearing  from  many 
witnesses  in  both  public  and  executive  sessions,  that  there  are  many 
serious  deficiencies  in  the  operation  and  administration  of  the  present 
programs  which  need  correction.  Some  of  these  deficiencies  can  be 
attributed  to  inadequate  planning  and  uneven  performance  by  the 
Federal  Government  and  its  agents,  and  the  States,  particularly  in  the 
early  stages  of  these  programs.  Your  committee  has  received  assur- 
ances from  the  Department  of  Health,  Education,  and  Welfare  that 
the  strong  efforts  now  being  carried  on  to  improve  the  operating 
effectiveness  of  these  programs  will  continue. 

Your  committee  also  concluded  that  there  is  no  simple  or  single 
solution  to  the  problems  now  existing  in  the  health  care  field  which 
adversely  affect  these  programs.  But  your  committee  does  believe 
that  there  are  many  relatively  small  modifications  which  can  and 
should  be  made  in  these  programs — changes  which,  while  perhaps 
not  very  significant  taken  singly,  as  a  whole  show  great  promise  for 
making  significant  advances  in  accomplishing  the  goal  of  making  these 
programs  more  economical  and  more  capable  of  carrying  out  their 
original  purposes. 

The  provisions  in  the  bill  dealing  with  the  operating  effectiveness 
of  the  programs  should  be  viewed  as  a  related  set  of  provisions  designed 
to  accomplish  that  objective. 

The  cost  of  the  changes  relating  to  the  OASDI  program  and  of 
meeting  the  existing  actuarial  deficit  in  the  hospital  insurance  program 
would  be  met  by  increasing  the  earnings  base  from  $7,800  to  $9,000 
and  by  revising  the  contribution  rate  schedules. 


II.  SUMMARY  OF  PRINCIPAL  PROVISIONS  OF  THE  BILL 


A.  AMENDMENTS   RELATED   TO   THE   SOCIAL   SECURITY   CASH  BENEFITS 

PROGRAM 

Cash  benefit  increase 

Social  security  payments  to  the  26.2  million  beneficiaries  on  the 
rolls  at  the  end  of  January,  1971,  and  to  those  who  come  on  the  rolls  after 
that  date  would  be  increased  by  5  percent.  The  benefit  increase  would 
be  effective  for  the  month  of  January  1971  (payable  in  February) 
and  would  mean  additional  benefit  payments  of  $1.7  billion  in  the 
first  12  months. 

Effective  date — January  1,  1971. 

Liberalization  of  the  retirement  test 

The  amount  a  beneficiary  under  age  72  may  earn  in  a  year  and  still 
be  paid  full  social  security  benefits  for  the  year  would  be  increased 
from  the  present  level  of  $1,680  to  $2,000.  Then,  similar  to  present 
law,  for  the  -next  $1,200  of  earnings  (from  $2,000  to  $3,200  a  year 
under  the  new  provision)  there  would  be  a  reduction  of  $1  in  a  re- 
cipient's social  security  benefits  for  each  $2  of  earnings.  A  reduction 
of  $1  would  be  made  for  each  $1  of  annual  earnings  above  $3,200. 
In  the  year  in  which  a  person  attains  age  72  his  earnings  in  and  after 
the  month  in  which  he  attains  age  72  would  not  be  included  in  de- 
termining if  his  earnings  in  that  year  exceed  $2,000.  In  1971  about 
900,000  beneficiaries  would  receive  additional  benefits  and  about 
100,000  persons  who  would  receive  no  benefits  under  present  law 
would  receive  some  benefits.  Additional  benefit  payments  for  the  first 
year  would  be  about  $475  million. 

Effective  date — Taxable  years  ending  after  1970. 

100  percent  widow's  and  widower's  benefit  at  age  65  and  reduced  benefits 
jor  widowers  at  age  60 

Under  present  law,  a  widow's  (or  dependent  widower's)  benefit 
applied  for  at  age  62  or  later  is  equal  to  82%  percent  of  the  primary 
insurance  amount  of  the  wage  earner.  An  actuarially  reduced  benefit 
may  be  received  by  a  widow  at  age  60.  Under  the  bill  a  widow  or 
widower  would  be  entitled  to  a  benefit  equal  to  100  percent  of  the 
primary  insurance  amount,  if  first  applied  for  at  age  65  or  later.  Benefits 
applied  for  between  age  62  and  65  would  be  proportionately  increased 
over  the  present  82%  percent  rate  according  to  the  age  of  the  applicant 
at  the  time  of  application.  In  addition,  widowers  under  age  62  would 
be  granted  the  same  privilege  of  applying  for  benefits  on  an  actuarially 
reduced  basis  as  now  applies  to  widows. 

About  3.3  million  widows  and  widowers  on  the  rolls  at  the  end  of 
January  1971  would  receive  additional  benefits,  and  $700  million  in 
additional  benefit  payments  would  be  made  in  the  first  12  months. 

Effective  date — January  1,  1971. 

Age-62  computation  point  jor  men 

Under  present  law,  the  method  of  computing  benefits  for  men  and 
women  differs  in  that  years  up  to  age  65  must  be  taken  into  account  in 
determining  average  earnings  for  men,  while  for  women,  only  years 
up  to  age  62  must  be  taken  into  account.  Also,  benefit  eligibility  is 
figured  up  to  age  65  for  men  and  up  to  age  62  for  women.  These 
differences  which  favor  women  over  men,  would  be  eliminated  by 
applying  the  same  rules  to  men  as  now  apply  to  women. 
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In  the  first  12  months,  an  additional  $925  million  in  benefits  would 
be  paid  out;  an  estimated  10.2  million  people  on  the  rolls  on  the 
effective  date  would  receive  larger  benefits  under  this  provision;  in 
addition  60,000  persons — workers  and  their  dependents  not  eligible 
under  present  law — would  be  added  to  the  rolls  under  the  change  in 
benefit  eligibility  requirements  for  men. 

Effective  date — January  1,  1971. 

Eliminate  reduction  in  benefits  in  certain  cases 

Under  present  law,  when  a  person  receives  a  benefit  in  one  benefit 
category  that  is  reduced  because  it  is  taken  before  age  65,  and  also 
receives  another  benefit  in  a  different  benefit  category  beginning  with 
the  same  month  or  a  later  month,  the  second  benefit  is  generally 
reduced  to  reflect  the  reduction  in  the  first  benefit.  For  example,  when 
a  Avoman  applies  for  a  retirement  benefit  prior  to  age  65,  it  is  computed 
under  the  actuarial  reduction  formula;  if  she  applies  for  a  spouse's 
benefit  at  age  65  or  later,  it  is  reduced  to  take  account  of  the  fact  that 
she  took  her  retirement  benefit  early.  The  bill  would  eliminate  the 
actuarial  reduction  of  the  spouse's  benefit  in  such  cases.  The  same  rule 
would  apply  to  dependent  husbands  entitled  to  spouses'  benefits. 

Approximately  100,000  beneficiaries  would  be  immediately  affected 
by  this  provision,  which  would  result  in  additional  benefit  payments 
estimated  at  $10  million  during  the  first  12  months. 

Effective  date. — Six  months  after  the  month  of  enactment. 

Elimination  oj  the  support  requirements  for  divorced  women 

Under  present  law,  benefits  are  payable  to  a  divorced  wife  age  62 
or  older  and  a  divorced  widow  age  60  or  older  if  her  marriage  lasted  20 
years  before  the  divorce,  and  to  a  surviving  divorced  mother.  In  order 
to  qualify  for  any  of  these  benefits  a  divorced  woman  is  required  to 
show  that:  (1)  she  was  receiving  at  least  one-half  of  her  support  from 
her  former  husband,  (2)  she  was  receiving  substantial  contributions 
from  her  former  husband  pursuant  to  a  written  agreement,  or  (3) 
there  was  a  court  order  in  effect  providing  for  substantial  contribu- 
tions to  her  support  by  her  former  husband.  Your  committee's  bill 
would  eliminate  these  support  requirements  for  divorced  wives,  di- 
vorced widows,  and  surviving  divorced  mothers. 
Effective  date. — January  1,  1971. 

Disability  insured  status  for  individuals  who  are  blind 

Under  present  law,  to  be  insured  for  disability  insurance  benefits 
a  worker  must  be  fully  insured  and  meet  a  test  of  substantial  recent 
covered  Avork  (generally  20  quarters  of  coverage  in  the  period  of  40 
calendar  quarters  preceding  disablement).  The  bill  would  eliminate 
the  test  of  recent  attachment  to  covered  work  for  blind  people;  thus  a 
blind  person  would  be  insured  for  disability  benefits  if  he  is  fully 
insured — that  is,  he  has  as  many  quarters  of  coverage  as  the  number  of 
calendar  years  that  elapsed  after  1950  (or  the  year  he  reached  age  21, 
if  later)  and  up  to  the  year  in  which  he  became  disabled. 
Effective  date. — January  1,  1971. 

Disability  benefits  affected  by  the  receipt  oj  workmen's  compensation 

Under  present  law,  social  security  disability  benefits  must  be  reduced 
when  workmen's  compensation  is  also  payable  and  the  combined 
payments  exceed  80  percent  of  average  current  earnings  before  disable- 
ment. Under  the  bill,  social  security  disability  benefits  would  be 
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reduced  by  the  amount  by  which  the  combined  payments  under  both 
programs  exceed  100  percent  of  average  current  earnings  before 
disability. 

Effective  date. — January  1,  1971. 

Wage  credits  for  members  of  the  uniformed  services 

Present  law  provides  for  a  social  security  wage  credit  of  up  to  $100 
a  month,  in  addition  to  credit  for  basic  pay,  for  military  service 
performed  after  1967.  Under  the  bill,  the  additional  wage  credits 
would  also  be  provided  for  service  during  the  period  from  1957 
(when  military  service  was  covered  under  social  security)  through 
1967.  Approximately  130,000  beneficiaries  would  be  affected  imme- 
diately; $35  million  in  additional  benefits  would  be  paid  out  in  the 
first  12  months. 

Effective  date. — January  1,  1971. 

Childhood  disability  benefits  for  those  disabled  before  age  22 

Under  present  law,  a  person  who  becomes  disabled  before  age  18 
may  qualify  for  childhood  disability  benefits  which  are  payable  to  a 
qualified  disabled  adult  son  or  daughter  of  an  insured  retired,  deceased, 
or  disabled  worker.  The  bill  would  provide  such  childhood  disability 
benefits  when  disability  begins  before  age  22. 
Effective  date. — January  1,  1971. 

Other  OASDI  amendments 

Your  committee  also  adopted  other  amendments  relating  to  social 
security  coverage  of  policemen  and  firemen  in  Idaho,  the  coverage  of 
Federal  Home  Loan  Bank  employees,  the  coverage  of  certain  public 
hospital  employees  in  New  Mexico,  the  payment  of  disability  insurance 
benefits  on  the  basis  of  applications  filed  after  the  death  of  the  disabled 
person,  the  treatment  of  earnings  of  self-employed  persons  paying 
taxes  on  a  fiscal  year  basis,  a  penalty  for  furnishing  false  information 
to  obtain  a  social  security  account  number,  and  the  amount  of  a 
family's  benefits  when  the  worker's  benefit  is  increased. 

1ST-YEAR  BENEFIT  COSTS  AND  NUMBER  OF  PERSONS  AFFECTED  BY  OLD-AGE,  SURVIVORS,  AND  DISABILITY 
INSURANCE  PROVISIONS  OF  H.R.  17550 

Additional  Present-law 

benefit  beneficiaries  Newly 

payments  in  immediately  eligible 

1st  12  months  affected  1  persons  2 

Provision                                                            (in  millions)  (in  thousands)  (in  thousands) 

5-percent  benefit  increase                                                        $1, 700  26, 200  3  6 

Modified  retirement  test «     475  900  100 

Age  62  computation  point.    925  10,200  60 

100  percent  of  PI  A  for  widows  and  widowers     700  3,300    

Noncontributory  credits  for  military  service  after  1956   35  130    

Election  to  receive  larger  future  benefits  by  certain  beneficiaries 

eligible  for  more  than  1  actuarially  reduced  benefit    10  100  

Children  disabled  at  ages  18  to  21     10  _   13 

Liberalized  disability  insured  status  requirement  for  the  blind   25   30 

Liberalized  workmen's  compensation  offset     7  55  5 

Eliminate  support  requirement  for  divorced  wives  and  surviving 

divorced  wives     15   10 

Actuarially  reduced  benefits  to  widowers  at  age  60   (5)   (5) 

1  Present-law  beneficiaries  whose  benefit  for  the  effective  month  would  be  increased  under  the  provision. 

2  Persons  who  cannot  receive  a  benefit  under  present  law  for  the  effective  month,  but  who  would  receive  a  benefit  for 
such  month  under  the  provision. 

'  Noninsured  persons  aged  72  and  over. 

4  Additional  benefit  payments  represent  benefits  for  months  in  calendar  year  1971.  Some  900,000  persons  who  will 
receive  some  benefits  for  months  in  1971  under  present  law  would  receive  additional  benefits  under  the  provision;  about 
100,000  persons  who  will  receive  no  benefits  for  mohths  in  1971  under  present  law  would  receive  some  benefits  under 
the  provision. 

»  Less  than  $500,000  in  additional  payments;  less  than  500  newly  eligible  widowers. 

Note:  The  above  figures  are  not  additive  because  the  time  periods  are  not  uniform  and  because  a  person  may  be  affected 
by  more  than  1  provision. 
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B.  AMENDMENTS  RELATED  TO  THE  MEDICARE,  MEDICAID,  AND  MATERNAL 
AND  CHILD  HEALTH  PROGRAMS 

Coverage  and  benefit  changes  under  medicare 

Relationship  between  medicare  and  Federal  employees  benefits. — Your 
committee  bill  would  require  that  effective  with  January  1,  1972,  no 
payment  would  be  made  under  medicare  for  the  same  services  covered 
under  a  Federal  employees  health  benefits  plan,  unless  in  the  meantime 
the  Secretary  of  Health,  Education,  and  Welfare  certifies  that  the 
Federal  employees  health  benefits  program  has  been  modified  to  make 
available  coverage  supplementary  to  medicare  benefits  and  that 
Federal  employees  and  retirees  age  65  and  over  will  continue  to  have 
the  benefit  of  a  Government  contribution  toward  their  health  in- 
surance premiums. 

Effective  date. — January  1,  1972. 

Hospital  insurance  for  the  uninsured. — People  reaching  age  65  who 
are  ineligible  for  hospital  insurance  benefits  under  medicare  would  be 
able  to  enroll,  on  a  voluntary  basis,  for  hospital  insurance  coverage 
under  the  same  conditions  under  which  people  can  enroll  under  the 
supplementary  medical  insurance  part  of  medicare.  Enrollment  for 
supplementary  medical  insurance  is  also  required.  Those  who  enroll 
would  pay  the  full  cost  of  the  protection — $27  a  month  at  the  begin- 
ning of  the  program,  rising  as  hospital  costs  rise.  States  and  other 
organizations,  through  agreements  with  the  Secretary  would  be 
permitted  to  purchase  such  protection  on  a  group  basis  for  their 
retired  (or  active)  employees  age  65  or  over. 

Effective  date. — January  1,  1971. 

Health  maintenance  organization  option. — Individuals  eligible  for 
both  part  A  and  part  B  medicare  coverage  would  be  able  to  choose  to 
have  their  care  provided  by  a  health  maintenance  organization  (a  pre- 
paid group  health  or  other  capitation  plan).  The  Government  would 
pay  for  such  coverage  on  a  capitation  basis  not  to  exceed  95  percent 
of  the  cost  of  medicare  benefits  had  the  beneficiaries  not  been  enrolled 
with  the  health  maintenance  organization. 

Effective  date. — January  1,  1971. 

Improvements  in  the  operating  effectiveness  of  the  medicare,  medicaid, 
and  maternal  and  child  health  programs 
Limitation  on  Federal  payment  for  disapproved  expenditures. — Reim- 
bursement amounts  to  providers  of  health  services  under  the  medicaid, 
medicare,  and  maternal  and  child  health  programs  for  capital  costs, 
such  as  depreciation  and  interest,  would  not  be  made  with  respect  to 
capital  expenditures  which  are  inconsistent  with  State  or  local  health 
facility  plans. 

Effective  date. — July  1,  1971  (or  earlier  if  requested  by  a  State). 

Experiments  and  projects  in  prospective  reimbursement  and  incentives 
for  economy. — The  Secretary  of  Health,  Education,  and  Welfare  would 
be  required  to  develop  experiments  and  demonstration  projects  de- 
signed to  test  various  methods  of  making  payment  to  providers  of 
services  on  a  prospective  basis  under  the  medicare,  medicaid  and 
maternal  and  child  health  programs.  In  addition,  the  Secretary  would 
be  authorized  to  conduct  experiments  with  methods  of  payment  or 
reimbursement  designed  to  increase  efficiency  and  economy,  and  with 
community- wide  utilization  review  mechanisms. 

Effective  date. — Enactment  date. 
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Limits  on  costs  recognized  as  reasonable. — The  Secretary  of  Health, 
Education,  and  Welfare  would  be  given  authority  to  establish  and 
promulgate  limits  on  provider  costs  to  be  recognized  as  reasonable 
under  medicare  based  on  comparisons  of  the  cost  of  covered  services 
by  various  classes  of  providers  in  the  same  geographical  area.  Hos- 
pitals and  extended  care  facilities  could  charge  beneficiaries  for  the 
costs  of  services  in  excess  of  those  that  are  necessary  to  the  efficient 
delivery  of  needed  health  services  (except  in  the  case  of  an  admission 
by  a  physician  who  has  a  financial  interest  in  the  facility). 

Effective  date. — Enactment  date. 

Limitation  on  recognition  of  physicians  jee  increases. — Charges 
determined  to  be  reasonable  under  the  present  criteria  in  the  medicare, 
medicaid,  and  maternal  and  child  health  law  would  be  limited  by 
providing:  (a)  that  for  fiscal  year  1971  and  thereafter  medical  charge 
levels  recognized  as  prevailing  may  not  be  increased  beyond  the  75th 
percentile  of  actual  charges  in  a  locality  during  the  previous  elapsed 
calendar  year;  (b)  that  for  fiscal  year  1972  and  thereafter  the  prevailing 
charge  levels  recognized  for  a  locality  may  be  increased,  in  the  aggre- 
gate, only  to  the  extent  justified  by  indexes  reflecting  changes  in 
costs  of  practice  of  physicians  and  in  earnings  levels ;  and  (c)  that  for 
medical  supplies,  equipment,  and  services  that,  in  the  judgment  of 
the  Secretary,  generally  do  not  vary  significantly  in  quality  from  one 
supplier  to  another,  charges  allowed  as  reasonable  may  not  exceed 
the  lowest  levels  at  which  such  supplies,  equipment  and  services  are 
widley  available  in  a  locality. 

Effective  date. — Fiscal  year  1971. 

Payments  for  services  of  teaching  physicians. — Medicare  would  pay 
for  the  services  of  teaching  physicians  on  the  basis  of  reasonable 
costs,  rather  than  fee-for-service  charges,  unless  other  patients  who 
have  insurance  or  are  able  to  pay  are  also  charged  for  such  services 
and  the  medicare  deductibles  and  coinsurance  amounts  are  regularly 
collected.  Medicare  payment  would  also  be  authorized  for  services 
provided  to  hospitals  by  staff  of  certain  medical  schools. 

Effective  date. — Enactment  date. 

Termination  of  payments  to  suppliers  of  services  who  abuse  the  medicare 
program. — The  Secretary  of  Health,  Education,  and  Welfare  would 
be  given  authority  to  terminate  payment  for  services  rendered  by  a 
supplier  of  health  and  medical  services  found  to  be  guilty  of  program 
abuses.  Program  review  teams  would  be  established  to  furnish  the 
Secretary  professional  advice  in  carrying  out  this  authority. 

Effective  date. — Enactment  date. 

Government  payment  no  higher  than  charges. — Payments  for  institu- 
tional services  under  the  medicare,  medicaid,  and  maternal  and  child 
health  programs  could  not  be  higher  than  the  charges  regularly  made 
for  those  services. 

Effective  date.— July  1,  1970. 

Institutional  planning  and  budgeting. — Health  institutions  under  the 
medicare  program  would  be  required  to  have  a  written  plan  reflecting 
an  operating  budget  and  a  capital  expenditures  budget. 

Effective  date. — Fifth  month  following  month  of  enactment. 

Guarantee  of  payment  for  extended  care  services. — The  Secretary  of 
Health,  Education,  and  Welfare  would  be  authorized  to  establish 
specific  periods  of  time  (by  medical  condition)  after  hospitalization 
during  which  a  patient  would  be  presumed,  for  payment  purposes,  to 
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require  extended  care  level  of  services  in  an  extended  care  facility.  A 
similar  provision  would  apply  to  posthospital  home  health  services. 
Effective  date. — January  1,  1971. 

Prohibition  oj  reassignments. — Medicare  (part  B)  and  medicaid 
payments  to  anyone  other  than  a  patient,  his  physician,  or  other 
person  providing  the  service,  would  be  prohibited,  unless  the  physician 
(or,  in  the  case  of  medicaid,  another  type  of  practitioner)  is  required 
as  a  condition  of  his  employment  to  turn  over  his  fees  to  his  employer 
or  unless  there  is  a  contractual  arrangement  between  the  physician 
and  the  facility  in  which  the  services  were  provided  under  which  the 
facility  bills  for  all  such  services. 

Effective  date. — Enactment  date  for  medicare;  July  1,  1971  (or 
earlier  at  the  option  of  the  State)  for  medicaid. 

Stopping  payment  where  hospital  admission  not  necessary  under 
medicare. — If  the  utilization  review  committee  of  a  hospital  or  ex- 
tended care  facility,  in  its  sample  review  of  admissions,  finds  a  case 
where  institutionalization  is  no  longer  necessary,  payment  would  be 
cut  off  after  3  days.  This  provision  parallels  the  provision  in  present 
law  under  which  long-stay  cases  are  cut  off  after  3  days  when  the 
utilization  review  committee  determines  that  institutionalization  is 
no    longer  required. 

Effective  date. — Second  month  following  the  month  of  enactment. 

Physical  therapy  services  under  medicare. — Under  medicare's  supple- 
mentary medical  insurance  program,  up  to  $100  per  calendar  year  of 
physical  therapy  services  furnished  by  a  licensed  physical  therapist 
in  his  office  or  the  patient's  home  under  a  physician's  plan  would  be 
included  in  covered  charges.  Hospitals  and  extended  care  facilities 
could  continue  to  provide  covered  physical  therapy  services  to  im- 
patients  who  have  exhausted  their  days  of  hospital  insurance  coverage. 
Where  physical  therapy  is  furnished  by  a  provider  of  services,  or  by 
others  under  arrangements  with  the  provider,  medicare  reimburse- 
ment to  the  provider  will  in  all  cases  be  based  on  a  reasonable  salary 
payment  for  the  services. 

Effective  date. — January  1,  1971. 

Changes  in  Federal  matching  percentages  with  respect  to  certain 
services. — The  Federal  medicaid  matching  for  certain  outpatient 
services  would  be  increased  and  the  Federal  matching  with  respect  to 
long-term  institutional  care  would  be  decreased  and  certain  other 
limitations  would  be  imposed.  Specifically,  (1)  the  Federal  matching 
percentage  for  outpatient  hospital  services,  clinic  services  and  home 
health  services  would  be  increased  by  25  percent;  (2)  the  Federal 
percentage  after  the  first  60  days  of  care  in  a  general  or  TB  hospital 
would  be  reduced  by  one-third;  (3)  the  Federal  percentage  after  the 
first  90  days  of  care  in  a  year  in  a  skilled  nursing  home  would  be  re- 
duced by  one-third;  (4)  the  Federal  matching  for  care  in  a  mental 
hospital  after  90  days  of  care  would  be  reduced  by  one- third  and  no 
Federal  matching  would  be  available  after  an  additional  275  days 
of  such  care  during  an  individual's  lifetime;  and  (5)  the  Secretary 
would  be  authorized  to  compute  a  reasonable  cost  differential  for 
reimbursement  purposes  between  skilled  nursing  homes  and  inter- 
mediate care  facilities. 

Effective  date. — January  1,  1971. 
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Errata  Sheet 

Page  121  of  the  Section-by-Section  Analysis  of  the  Committee 
Report  on  H.R.  17550,  Section  222:    Eliminate  the  words  "at 
least  60  days"  from  lines  5  and  6  at  the  top  of  page  121,  and 
from  the  second  and  third  lines  from  the  bottom  of  that  page. 
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Repeal  of  medicaid  provision  requiring  expanded  programs. — The 
requirement  in  present  law  that  States  have  comprehensive  medicaid 
programs  by  1977  would  be  repealed. 

Effective  date. — Enactment  date. 

State  determination  of  reasonable  hospital  costs. — States  would  be 
permitted  to  pay  hospitals  on  the  basis  of  their  own  determination 
of  reasonable  cost,  provided  there  is  assurance  that  the  medicaid 
program  would  pay  the  actual  cost  of  hospitalization  of  medicaid 
recipients. 

Effective  date. — July  1,  1971  (or  earlier  at  the  option  of  the  State). 

Federal  matching  for  modern  claims  processing  systems. — Federal 
matching  at  the  90-percent  rate  would  be  available  under  medicaid  for 
the  States  to  set  up  mechanized  claims  processing  and  informational 
retrieval  systems.  Federal  matching  for  the  continuing  operation  of 
such  systems  would  be  at  the  75-percent  rate. 

Effective  date.— July  1,  1970. 

Utilization  review  in  medicaid. — Hospitals  and  skilled  nursing  homes 
participating  in  the  medicaid  and  maternal  and  child  health  programs 
would  be  required  to  have  the  same  type  of  utilization  review  com- 
mittee with  the  same  functions  as  are  required  in  the  medicare  program. 
(Any  such  committee  actually  performing  such  functions  for  medicare 
purposes  would  apply  these  to  medicaid  cases.) 

Effective  date.— July  1,  1971. 

Medicaid  deductibles  for  the  medically  indigent. — States  would  be 
permitted  to  impose  cost  sharing  provisions  with  respect  to  people 
eligible  under  medicaid  programs  but  not  eligible  for  cash  public 
assistance  payments.  (Present  law  requires  such  cost  sharing  pro- 
visions to  vary  directly  with  the  amount  of  the  recipient's  income.) 

Effective  date. — January  1,  1971  (or  earlier  at  the  option  at  the 
State). 

Role  of  State  health  agencies  in  medicaid. — State  health  agencies 
would  be  required  to  perform  certain  functions  under  the  medicaid 
and  maternal  and  child  health  programs  relating  to  the  quality  of  the 
health  care  furnished  to  recipients. 

Effective  date.— July  1,  1971. 

Miscellaneous  and  technical  provisions 

Retroactive  coverage  under  medicaid. — States  would  be  required  to 
cover  under  medicaid  the  cost  of  health  care  provided  to  an  eligible 
individual  during  the  3-month  period  before  the  month  in  which  he 
applied  for  medicaid. 

Effective  date.— July  1,  1971. 

Certification  of  hospitalization  for  dental  care. — A  dentist  would  be 
authorized  to  certify  to  the  necessity  for  hospitalization  to  protect 
the  health  of  a  medicare  patient  who  is  hospitalized  for  noncovered 
dental  procedures. 

Effective  date. — Second  month  after  month  of  enactment. 

Christian  Science  sanatoriums  under  medicaid. — Christian  Science 
sanatoriums  would  be  exempted  from  the  medicaid  requirement  that 
they  have  a  licensed  nursing  home  administrator  and  from  other 
inappropriate  skilled  nursing  home  requirements. 

Effective  date. — Enactment  date. 


44-345  O— 70  2 
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Grace  period  for  paying  medicare  premium. — Where  there  is  good 
cause  for  a  medicare  beneficiary's  failure  to  pay  supplementary  medical 
insurance  premiums,  an  extended  grace  period  of  90  days  would  be 
provided. 

Effective  date. — Enactment  date. 

Extension  oj  time  jor  filing  medicare  claims. — The  time  limit  for 
filing  supplementary  medical  insurance  claims  would  be  extended 
where  the  medicare  beneficiary's  delay  is  due  to  administrative  error. 

Effective  date. — Enactment  date. 

Enrollment  under  medicare. — Eligible  individuals  would  be  permitted 
to  enroll  under  medicare's  supplementary  medical  insurance  program 
during  any  prescribed  enrollment  period.  Beneficiaries  would  no  longer 
be  required  to  enroll  within  3  years  following  first  eligibility  or  a 
previous  withdrawal  from  the  program.  Relief  would  be  provided 
where  administrative  error  has  prejudiced  an  individual's  right  to 
enroll  in  medicare's  supplementary  medical  insurance  program. 

Effective  date. — Enactment  date. 

Waiver  of  medicare  overpayment. — Where  incorrect  medicare  pay- 
ments were  made  to  a  deceased  beneficiary,  the  liability  of  survivors 
for  repayment  could  be  waived  if  the  survivors  were  without  fault 
in  incurring  the  overpayment. 

Effective  date. — Enactment  date. 

Medicare  fair  hearings. — Fair  hearings,  held  by  medicare  carriers 
in  response  to  disagreements  over  amounts  paid  under  supplementary 
medical  insurance,  would  be  conducted  only  where  the  amount  in 
controversy  is  $100  or  more. 

Effective  date. — Enactment  date. 

Collection  of  medicare  premium  by  the  railroad  retirement  board. — 
Where  a  person  is  entitled  to  both  railroad  retirement  and  social 
security  monthly  benefits,  his  premium  payment  for  supplementary 
medical  insurance  benefits  would  be  deducted  from  his  Railroad 
Retirement  benefit  in  all  cases. 

Effective  date. — Fifth  month  after  month  of  enactment. 

Medicare  benefits  for  people  living  near  U.S.  border. — Medicare 
beneficiaries  living  in  the  United  States  close  to  the  U.S.  border 
would  get  covered  care  if  the  hospital  they  use  is  in  Canada  or  Mexico 
and  is  closer  to  their  residence  than  a  comparable  hospital  in  the  U.S. 

Effective  date. — Admissions  to  a  hospital  after  December  31,  1970. 

Chiropractors'  services. — The  Secretary  of  Health,  Education,  and 
Welfare  would  conduct  a  study  on  the  desirability  of  covering  chiro- 
practors' services  (on  a  very  limited  basis)  under  medicare,  utilizing 
the  experiments  and  experience  under  the  medicaid  program.  A 
report  on  the  study,  including  the  experience  of  other  programs  paying 
for  chiropractors'  services,  would  be  submitted  to  the  Congress  within 
2  years  after  enactment  of  the  bill. 

C.  FINANCING 

In  order  to  pay  the  additional  cost  of  the  new  OASDI  benefits 
provided  and  to  meet  the  existing  actuarial  deficit  in  the  hospital 
insurance  (part  A  of  medicare)  program,  the  tax  and  benefit  base 
would  be  increased  from  $7,800  a  year  to  $9,000  a  year,  starting 
January  1,  1971,  and  a  new  schedule  of  tax  rates  would  be  provided 
as  follows: 
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[Percent) 


OASDI  HI  Total 


Present        H.R.     Present         H.R.     Present  H.R. 
Period  law       17550         law       17550      law  17550 


Contribution  rates  for  employer-employee,  each: 


1970  

4.2 

4.2 

0.6 

0.6 

4.8 

4.8 

1971-72    1  

4.6 

4.2 

0.6 

1.0 

5.2 

5.2 

1973-74   

5.0 

4.2 

.65 

1.0 

5. 65 

5.2 

1975    

5.0 

5.0 

.65 

1.0 

5. 65 

6.0 

1976-79    

5.0 

5.0 

.7 

1.0 

5.7 

6.0 

1980-86  

5.0 

5.5 

.8 

1.0 

5.8 

6.5 

1987  and  after   

5.0 

5.5 

.9 

1.0 

5.9 

6.5 

Self-employed  contribution  rates: 

1970  

6.3 

6.3 

0.6 

0.6 

6.9 

6.9 

1971-72    

6.9 

6.3 

.6 

1.0 

7.5 

7.3 

1973-74  

7.0 

6.3 

.65 

1.0 

7. 65 

7.3 

1975  

7.0 

7.0 

.65 

1.0 

7. 65 

8.0 

1976-79  

7.0 

7.0 

.7 

1.0 

7.7 

8.0 

1980-86  

7.0 

7.0 

.8 

1.0 

7.8 

8.0 

1987  and  after  

7.0 

7.0 

.9 

1.0 

7.9 

8.0 

The  portion  of  social  security  contributions  that  is  allocated  to 
the  disability  insurance  trust  fund  would  be  revised  (as  to  the  com- 
bined employer-employee  rate)  from  1.10  percent  of  taxable  wages  for 
1970  and  after  (as  in  present  law)  to  0.90  of  1  percent  for  1971  through 
1974,  to  1.05  percent  for  1975  through  1979,  and  to  1.15  percent  in 
1980  and  after,  with  corresponding  changes  in  the  allocation  of  the 
self-employed  contribution  rates. 

III.  GENERAL  DISCUSSION  OF  THE  BILL 

A.  GENERAL  DISCUSSION  OF  PROVISIONS  RELATING  TO  THE 
CASH  BENEFITS  PROGRAM 

1 .  5-percent  increase  in  benefits 

Over  the  years  your  committee  has  taken  action  to  maintain  social 
security  benefits  at  realistic  and  adequate  levels.  From  time  to  time 
these  benefits  have  been  increased  to  take  into  account  changes  in 
the  national  economy — particularly  changes  in  living  costs,  earnings 
levels,  and  living  standards.  The  most  recent  of  these  increases  was 
the  15-percent  increase  provided  under  the  Social  Security  Amend- 
ments of  1969,  which,  although  effective  with  respect  to  the  benefits 
payable  for  January  1970,  was  first  paid  to  beneficiaries  in  April  of 
this  year. 

Your  committee  recommends  a  general  benefit  increase  of  5  percent 
effective  with  the  benefits  payable  for  January  1971.  At  the  time  your 
committee  recommended  the  15-percent  benefit  increase,  it  saw  "a 
pressing  and  urgent  need"  for  a  benefit  increase  "as  quickly  as  pos- 
sible." As  the  result  of  further  deliberations,  your  committee  now 
sees  a  need  for  an  additional  increase  in  benefits  starting  next  year. 
Without  claiming  prescience,  your  committee  believes  that  economic 
changes  in  the  shortrun  future  will  warrant  a  further  benefit  increase. 

Under  the  present  law  monthly  benefits  for  workers  who  retire  at 
age  65  in  1971  will  range  from  $64  to  $193.70;  under  the  bill  these 
amounts  would  range  from  $67.20  to  $203.40.  Additional  illustrations 
of  the  effect  of  the  benefit  increase  are  shown  in  the  table  below.  The 
table  also  reflects  some  of  the  effect  of  another  provision  in  the  bill 
which  would  increase  the  earnings  base  to  $9,000,  effective  January  1, 
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1971.  It  should,  however,  be  pointed  out  that  in  addition  to  the  effects 
of  the  higher  base  reflected  in  the  table,  the  higher  creditable  earnings 
under  the  new  $9,000  base  would  also  result  in  higher  average  monthly 
wages  which  would  help  maintain  a  reasonable  relationship  between 
benefits  and  earnings  for  people  who  have  earnings  of  more  than  the 
present  $7,800  maximum. 

ILLUSTRATIVE  MONTHLY  BENEFITS  PAYABLE  UNDER  PRESENT  LAW  AND  UNDER  H.R.  17550 


Average  monthly 
earnings  i 


Worker  2  Man  and  wife  2 3  Widow  and  2  children 


Present  law 

H.R.  17550 

Present  law 

H.R.  17550 

Present  law 

H.R.  17550  * 

$64. 00 

$67. 20 

$96.  00 

$100. 80 

$96. 00 

$100.  80 

101.70 

106.  80 

152. 60 

160. 20 

152. 60 

160. 20 

132. 30 

139.  00 

198.  50 

208.  50 

202. 40 

208. 50 

161. 50 

169. 60 

242.  30 

254. 40 

280. 80 

280. 80 

189.  80 

199. 30 

284. 70 

299.  00 

354. 40 

354. 40 

218.40 

229. 40 

327. 60 

344. 10 

395. 60 

395. 60 

250. 70 

5  263. 30 

376. 10 

395.  00 

434.40 

434. 40 

(8) 

5  283.  00 

(6) 

424.  50 

474. 40 

$76. 
150. 
250. 
350. 
450. 
550. 
650. 
750. 


1  Figured  generally  over  5  less  than  the  number  of  years  elapsing  after  1936  or  1950,  or  age  21,  if  later,  and  up  to  the 
year  of  death,  disability,  or  attainment  of  age  65  for  men  (62  under  the  bill)  and  62  for  women. 

2  For  a  worker  who  is  disabled  or  who  is  age  65  or  older  at  the  time  of  retirement  and  a  wife  age  65  or  older  at  the 
time  when  she  comes  on  the  benefit  rolls. 

3  Survivor  benefit  amounts  for  a  widow  and  1  child  or  for  2  parents  would  be  the  same  as  the  benefits  for  a  man  and  wife. 

4  For  families  already  on  the  benefit  rolls  who  are  affected  by  the  maximum  benefit  provisions,  the  amounts  payable 
under  the  bill  would  in  some  cases  be  somewhat  higher  than  those  shown  here. 

5  Generally  payable  to  people  who  retire  at  age  65  in  2006. 

6  Not  applicable,  since  the  highest  possible  average  earnings  is  $650. 

Some  25.6  million  beneficiaries  on  the  rolls  in  January  1971  would 
have  their  benefits  increased  under  this  provision.  An  estimated 
$1.7  billion  in  additional  benefits  would  be  paid  in  the  first  12  months. 

2.  Increase  in  special  payments  to  certain  people  age  72  or  older 

The  bill  would  also  increase  by  5  percent  the  special  cash  payments 
that  are  made  under  present  law  to  people  age  72  and  older  who  are 
not  insured  for  regular  cash  benefits  under  the  social  security  system. 

Under  the  1965  amendments  to  the  social  security  law,  special 
monthly  payments  were  provided  for  certain  people  who  reached  age 
72  before  1969  on  the  basis  of  less  work  than  is  needed  to  qualify  for 
regular  cash  benefits.  The  cost  of  the  payments  under  this  provision 
is  met  out  of  the  old-age  and  survivors  insurance  trust  fund. 

Special  monthly  payments  were  also  provided,  under  an  amendment 
to  the  law  enacted  in  1966,  for  persons  with  no  social  security  credits 
who  reached  age  72  before  1968  and  for  persons  who  reach  age  72 
after  1968  and  before  1972  who  have  earned  credit  for  some  work 
but  who  do  not  qualify  for  payments  under  the  1965  amendments. 
Payments  made  under  the  1966  amendments  are  reduced  by  the 
amount  of  any  pension,  retirement  benefit,  or  annuity  that  a  person 
is  receiving  under  any  other  governmental  pension  system.  Also, 
the  payments  are  suspended  for  any  month  for  which  the  person 
receives  a  payment  under  a  federally  aided  public  assistance  program. 
Most  of  the  cost  of  the  payments  to  persons  under  this  provision  is 
met  from  general  revenues. 

Under  the  5-percent  increase  provided  in  the  bill,  the  payments 
under  both  of  these  special  transitional  provisions  would  be  increased 
from  $46  to  $48.30  for  an  individual  and  from  $69  to  $72.50  for  a 
couple,  effective  for  January  1971.  As  a  result,  about  6,000  people 
who  do  not  now  get  the  special  payments  would  qualify  for  some  pay- 
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ments,  and  about  620,000  people  would  qualify  for  higher  pay- 
ments under  this  provision.  An  estimated  $17  million  in  additional 
payments  would  be  paid  out  in  the  first  12  months;  about  $15  million 
of  this  amount  would  be  paid  from  general  revenues. 

3.  Liberalization  of  the  retirement  test 

Under  present  law,  if  a  beneficiary  under  age  72  earns  more  than 
$1,680  in  a  year,  $1  less  in  benefits  is  paid  for  each  $2  of  earnings  be- 
tween $1,680  and  $2,880  and  for  each  $1  of  earnings  above  $2,880. 
However,  full  benefits  are  paid,  regardless  of  the  amount  of  annual 
earnings,  for  any  month  in  which  the  beneficiary  neither  works  for 
wages  of  more  than  $140  nor  renders  substantial  services  in  self- 
employment.  Under  the  bill,  beginning  1971,  a  beneficiary  would 
receive  the  full  amount  of  his  benefits  each  month  if  his  annual  earnings 
did  not  exceed  $2,000;  his  benefit  would  be  reduced  by  $1  for  each  $2  of 
earnings  between  $2,000  and  $3,200  and  for  each  $1  thereafter.  The 
bill  would  increase  from  $140  to  $166.66  the  amount  of  wages  a  bene- 
ficiary may  earn  in  a  given  month  and  still  get  full  benefits  for  that 
month.  These  changes  would  update  the  retirement  test  to  take  into 
account  the  increase  in  earnings  levels  since  the  present  $1,680  annual 
exempt  amount  became  effective  (beginning  1968)  and  make  possible 
an  increase  in  annual  income  for  many  of  the  beneficiaries  who  work. 

The  bill  would  also  change  the  retirement  test  as  it  applies  in  the 
year  in  which  a  worker  reaches  age  72.  Under  present  law,  benefits 
are  not  withheld  under  the  test  for  months  when  the  person  is  age  72 
or  older.  However,  in  the  year  in  which  a  beneficiary  reaches  age  72, 
earnings  in  and  after  the  month  in  which  he  reaches  age  72  are  counted 
in  determining  whether  benefits  are  reduced  or  withheld  for  the 
months  before  he  reached  age  72.  Many  beneficiaries  believe  that 
earnings  after  they  reach  age  72  are  not  counted  under  the  retirement 
test;  as  a  result,  they  are  entitled  to  less  in  benefits  than  they  expected 
and  may  find  that  they  have  been  overpaid  because  of  this  mis- 
understanding. Your  committee's  bill  would  provide  that  only  amounts 
earned  before  the  month  in  which  the  beneficiary  became  72  would  be 
used  in  determining  his  earnings  for  the  year  for  retirement  test 
purposes.  In  applying  this  provision  the  earnings  of  a  self-employed 
beneficiary  would  be  prorated  equitably  to  the  months  in  his  taxable 
year. 

4-  Increase  in  widows'  and  widowers'  insurance  benefits 

A  factor  which  must  be  taken  into  account  in  considering  whether 
the  levels  of  social  security  benefits  are  adequate  at  any  given  time  is 
the  relationship  of  survivors'  benefits  to  the  worker's  retirement 
benefit.  In  this  connection  your  committee  examined  the  benefits 
paid  to  older  widows  and  found  that  the  benefits  paid  to  these  people 
were  not  adequate  because  under  the  present  law  the  most  that  can 
be  paid  to  a  widow  is  82.5  percent  of  the  retirement  benefit  which 
would  be  paid  to  her  husband  if  he  started  getting  benefits  at  or  after 
age  65. 

When  social  security  benefits  were  first  provided  for  widows  by  the 
Social  Security  Amendments  of  1939  they  were  set  at  75  percent  of 
the  worker's  retirement  benefit.  This  computation  was  based  on  the 
idea  that  a  widow  should  receive  one-half  of  the  combined  benefit 
which  would  have  been  paid  to  her  and  her  husband  had  both  been 
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entitled  to  benefits.  Later,  this  amount  was  increased  by  10  percent, 
to  82.5  percent,  where  it  has  remained  up  to  the  present. 

It  is  your  committee's  opinion  that  the  reasons  for  setting  widow's 
benefits  at  their  present  level  are  no  longer  valid  and  that  in  the  light 
of  present  conditions  there  is  no  reason  for  paying  aged  widows  less 
than  the  amount  which  would  be  paid  to  their  husbands  as  retirement 
benefits.  Currently,  the  average  benefit  for  an  aged  widow  is  $101  a 
month,  while  the  average  benefit  for  a  retired  worker  is  $117.  In 
addition,  surveys  of  social  security  beneficiaries  have  shown  that,  on 
the  average,  women  getting  aged  widow's  benefits  have  less  income 
other  than  social  security  than  most  other  beneficiaries. 

Your  committee's  bill  would  provide  an  increase  in  the  benefits 
of  widows  and  widowers  who  become  entitled  to  benefits  after 
reaching  age  62.  Under  the  bill,  the  benefit  for  a  widow  who  becomes 
entitled  to  widow's  benefits  at  or  after  age  65  would  be  increased  from 
823^2  percent  (payable  under  present  law)  to  100  percent  of  the 
amount  her  deceased  husband  would  receive  if  his  benefits  started 
at  or  after  age  65.  For  widows  becoming  entitled  to  widow's  benefits 
between  ages  62  and  65,  the  100-percent  amount  would  be  reduced. 
For  widows  who  start  getting  benefits  before  age  62,  the  amount 
would  be  approximately  the  same  as,  and -in  no  case  less  than,  is 
payable  under  present  law. 

Under  the  bill,  as  under  present  law,  the  benefit  for  a  widow  who 
is  age  62  or  older  when  she  starts  getting  benefits  and  who  is  the  only 
survivor  getting  benefits  would  not  be  less  than  the  minimum  benefit 
payable  to  a  retired  worker  at  age  65.  The  benefit  for  a  widow  who 
starts  getting  benefits  before  62  and  who  is  the  only  survivor  getting 
benefits  would  be  the  minimum  benefit  reduced  only  because  of  the 
number  of  months  before  age  62  for  which  the  benefit  is  paid. 

The  changes  made  with  respect  to  widows  would  also  apply  to  eligi- 
ble dependent  widowers. 

ILLUSTRATIVE  MONTHLY  BENEFITS  FOR  WIDOWS  AND  WIDOWERS  WHO  BECOME  ENTITLED  AT  OR  AFTER  AGE  65 
UNDER  PRESENT  LAW  AND  UNDER  H.R.  17550. 


H.R.  17550 


Additional  Additional 
amount  result-  amount  result- 
ing from  ing  from 
general  bene-  widow's  bene-        Total  benefit 
Average  monthly  earnings                       Present  law        fit  increase  fit  increase  payable 


$76.00   $64.00  $3.20    $67.20 

150.00   84.00  4.20  $18.60  1  06.80 

250.00   109.20  5.50  24.30  139.00 

350.00   133.30  6.70  29.60  169.60 

450.00   156.60  7.90  34.80  199.30 

550.00   180.20  9.10  40.10  229.40 

650.00   206.90  10.40  46.00  263.30 

750.00   0)  (i)  (0  283.00 


1  Not  applicable,  since  the  highest  average  earnings  amount  now  possible  is  $650. 

Your  committee's  intention  is  to  provide  the  same  amount — 100 
percent — for  both  the  worker  and  the  widow  when  the  benefits  start 
at  or  after  age  65,  and  to  provide  reduced  benefits  in  both  cases  when 
benefits  begin  before  age  65.  However,  because  of  the  necessity  of 
gearing  in  the  widow's  benefits  between  the  ages  of  62  and  65  with  the 
higher  amount  provided  under  present  law  for  a  widow  at  age  62,  as 


compared  with  the  amount  provided  for  a  worker  age  62,  the  reduc- 
tion for  widows  and  widowers  who  receive  benefits  beginning  before 
age  65  is  slightly  different  than  the  reduction  for  workers. 

The  increase  in  benefits  for  widows  and  dependent  widowers  would 
be  effective  for  January  1971.  Widows  and  widowers  who  are  receiving 
benefits  at  that  time  and  who  would  get  higher  amounts  as  a  result  of 
the  provisions  would  have  their  benefits  recomputed. 

Some  3.3  million  widows  and  widowers  on  the  rolls  at  the  end  of 
January  1971  would  receive  higher  benefits  under  this  provision,  and 
$700  million  in  additional  benefit  payments  would  be  made  in  the 
first  12  months. 

5.  Dependent  widowers'  benefits  at  age  60 

Under  present  law,  an  aged  widow  can  become  entitled  to  widows' 
insurance  benefits  at  age  60,  but  an  aged  dependent  widower  cannot 
become  entitled  to  dependent  widowers'  benefits  until  age  62.  This 
situation  results  from  the  1965  amendments,  which  lowered  the  age  of 
eligibility  for  widows  from  62  to  60  but  did  not  change  the  age  of 
eligibility  for  dependent  widowers. 

Your  committee  believes  that  the  age  of  eligibility  should  be  the 
same  for  aged  dependent  widowers  as  it  is  now  for  aged  widows. 
Accordingly,  the  bill  would  lower  the  age  of  eligibility  for  aged  de- 
pendent widowers'  benefits  from  62  to  60.  The  benefits  payable  to  an 
aged  dependent  widower  who  starts  getting  benefits  before  age  62 
would  be  actuarially  reduced,  as  are  the  benefits  under  present  law 
for  aged  widows  who  come  on  the  benefit  rolls  before  age  62. 

6.  Age-62  computation  point  j or  men 

Under  present  law,  retirement  benefits  for  men  are  figured  differ- 
ently, and  less  advantageously,  than  are  the  benefits  for  women.  For 
a  man  the  period  for  determining  the  number  of  years  of  earnings  that 
are  used  in  figuring  the  average  monthly  earnings  on  which  his  bene- 
fits are  based  ends  with  the  beginning  of  the  year  in  which  he  reaches 
age  65.  For  a  woman  the  period  ends  with  the  beginning  of  the  year 
in  which  she  reaches  age  62.  Thus  3  more  years  are  used  for  a  man 
than  are  used  for  a  woman  of  the  same  age. 

This  difference  in  the  treatment  of  men  and  women  under  the 
program  can  result  in  significantly  lower  benefits  being  paid  to  a  retired 
man  than  are  paid  to  a  retired  woman  with  the  same  earnings.  For 
example,  a  man  and  a  woman  each  reach  age  65  and  retire  in  1971. 
They  each  have  maximum  creditable  earnings  under  the  program  in 
each  year  up  to  1971.  The  woman's  benefit  beginning  at  age  65  would 
be  $200.30  a  month  under  present  law  while  the  man's  benefit  would 
be  only  $193.70  a  month.  If  both  workers  reach  age  62  in  1971,  the 
woman's  benefit  would  be  $155  a  month  while  the  man's  benefit  would 
be  only  $148.80  a  month. 

The  bill  would  change  the  way  a  man's  retirement  benefit  is  figured 
to  make  the  computation  the  same  as  the  computation  of  a  woman's 
benefit.  As  a  result  the  retirement  benefits  that  a  man  would  be  paid 
would  be  the  same  as  the  benefits  to  a  woman  of  the  same  age  and 
with  the  same  earnings.  The  change  would  result  in  higher  retirement 
benefits  for  most  men  than  are  provided  under  present  law.  It  would 
also  result  in  higher  benefits  for  dependents  of  retired  workers  and  for 
the  survivors  of  men  who  died  after  age  62. 
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The  provision  to  shorten  the  computation  period  for  men  would  be 
effective  for  benefits  for  January  1971.  It  would  apply  not  only  to 
those  who  come  on  the  benefit  rolls  in  and  after  January  1971  but  also 
to  those  who  are  on  the  benefit  rolls  when  the  provision  becomes  effec- 
tive. Benefits  for  those  on  the  benefit  rolls  before  1971  would  be  re- 
computed under  the  new  provision  and,  in  many  cases,  the  increased 
benefits  would  be  paid  beginning  with  payments  for  January  1971, 
payable  in  February.  Some  beneficiaries  who  have  earnings  in  1969 
and  whose  benefits  have  to  be  refigured  to  take  account  of  those  addi- 
tional earnings  might  not  be  paid  their  increased  benefits  until  later 
in  1971  because  of  the  time  required  to  make  the  necessary  computa- 
tions but  the  payments  would  be  made  retroactive  to  January  1971. 

The  amount  of  social  security  credit  that  a  worker  must  have  to  be 
insured  for  benefits  is  also  determined  differently,  under  present  law, 
for  men  than  for  women.  Again,  the  ending  point  for  determining 
benefit  eligibility  for  a  man  is  the  year  in  which  he  reaches  age  65, 
while  for  a  woman  it  is  the  year  in  which  she  reaches  age  62.  Your 
committee's  bill  would  make  the  ending  point  age  62  for  both  men  and 
women  and  allow  men  to  become  fully  insured  on  the  basis  of  fewer 
quarters  of  coverage  than  are  now  required.  This  change  would  be 
effective  for  January  1971. 

An  estimated  10.2  million  people  on  the  rolls  on  the  effective  date 
would  receive  larger  benefits  as  a  result  of  these  changes,  and  in  addi- 
tion, 60,000  persons — workers  and  their  dependents  not  eligible  under 
present  law — would  be  added  to  the  rolls  in  the  first  12  months.  In 
the  first  12  months  an  additional  $925  million  in  benefits  would  be 
paid  out. 

7.  Election  to  receive  actuarially  reduced  benefits 

Under  present  law,  a  married  person  who  has  worked  and  is  eligible 
for  both  an  old-age  insurance  benefit  as  a  retired  worker  and  a  wife's 
or  husband's  insurance  benefit  as  the  spouse  of  a  retired  worker 
cannot  apply  for  just  one  of  the  benefits;  when  he  applies  for  one  he 
is  deemed  to  have  applied  for  both.  As  a  result,  such  a  person  who 
claims  benefits  before  age  65  has  both  of  his  benefits  actuarially 
reduced. 

Also  under  present  law  a  wife  who  has  worked  and  becomes  eligible 
for  an  old-age  insurance  benefit  based  on  her  own  earnings,  who  takes 
that  benefit  before  age  65,  and  who  later  becomes  eligible  for  a  wife's 
benefit  when  her  husband  applies  for  his  retirement  benefit  can  get  a 
lower  wife's  benefit  (on  account  of  the  reduction  that  was  made  in 
her  old-age  insurance  benefit  because  it  was  paid  before  age  65)  than 
does  a  wife  who  never  worked  under  the  program.  (This  situation 
does  not  occur  under  present  law  when  a  woman  getting  wife's  insur- 
ance benefits  later  becomes  eligible  for  an  old-age  insurance  benefit; 
the  reduction  in  her  wife's  benefit  is  disregarded  in  figuring  the  amount 
of  her  old-age  insurance  benefit.)  Present  law  also  provides  that  if  a 
woman  takes  a  widow's  insurance  benefit  before  age  62  and  later  gets 
a  disability  or  old-age  insurance  benefit,  the  later  benefit  is  reduced 
to  take  account  of  the  prior  receipt  of  the  reduced  widow's  benefit. 

Under  the  bill,  the  deemed  filing  provision  would  be  removed  from 
present  law.  A  person  eligible  for  benefits  as  a  retired  worker  and 
also  as  a  spouse  could  choose  to  take  only  one  of  the  benefits  and 
claim  the  other  one  later,  or  he  could  take  both  benefits  at  the  same 
time. 
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Also  under  the  bill  the  reduction  that  is  made  in  one  benefit  would 
not  lower  the  amount  of  a  benefit  that  is  taken  later. 

Some  examples  showing  the  effect  of  these  changes  in  the  law  are 
as  follows: 

Example  1. — A  woman  is  potentially  eligible  for  an  old-age  benefit 
and  a  wife's  benefit  at  age  62.  Her  unreduced  old-age  benefit,  payable 
if  the  benefit  begins  at  or  after  age  65,  is  $78.  Her  husband's  unreduced 
benefit  is  $198.  Her  unreduced  wife's  benefit  is  $21 — one-half  of  her 
husband's  $198  benefit,  or  $99  minus  her  own  unreduced  benefit  of  $78. 
Her  combined  unreduced  old-age  benefit  and  wife's  benefit  would  be 
$99— her  own  benefit  of  $78  plus  her  wife's  benefit  of  $21. 

She  applies  for  reduced  benefits  at  age  62  and,  under  present  law, 
must  apply  for  both  benefits.  Her  old-age  benefit  is  80  percent  of 
$78,  or  $62.40.  Her  wife's  benefit  is  75  percent  of  $21,  or  $15.80.  Her 
combined  old-age  benefit  and  wife's  benefit  beginning  at  age  62  is 
$78.20. 

Under  the  committee's  bill  she  could  restrict  her  application  at  age 
62,  take  only  one  of  her  benefits  and  wait  until  later  to  file  for  the 
other.  She  could  take  her  reduced  old-age  insurance  benefit,  get 
$62.40  a  month  at  age  62,  and  wait  until  age  65  to  claim  her  wife's 
benefit,  and  get  $99  a  month  from  age  65  on. 

Example  2. — A  woman  is  eligible  for  her  own  old-age  insurance  bene- 
fit at  age  62.  Her  husband  has  not  yet  applied  for  benefits  so  she  is 
not  eligible  for  a  wife's  benefit.  Her  old-age  insurance  benefit  at  age 
65  would  be  $78;  she  chooses  to  take  it  at  age  62  and  gets  a  reduced 
benefit  of  $62.40.  When  she  reaches  age  65,  her  husband  retires, 
applies  for  benefits,  and  becomes  entitled  to  an  old-age  benefit  of 
$198.  She  applies  for  wife's  benefits  and  becomes  entitled  to  a  wife's 
benefit  of  $21 — one-half  of  her  husband's  $198  benefit,  or  $99,  minus 
her  own  unreduced  benefit  of  $78.  If  she  had  not  taken  her  own 
benefit  at  age  62,  she  would  get  $99  a  month  under  present  law. 
Because  she  did  take  her  own  benefit  at  age  62,  she  can  only  get  $83.40 
starting  at  age  65— $62.40  plus  $21. 

Under  the  bill,  she  would  get  a  benefit  of  $99  a  month  starting  at 
age  65  notwithstanding  the  fact  that  she  elected  to  take  her  reduced 
old-age  benefit  at  age  62. 

The  new  provisions  would  apply  to  people  who  become  entitled  to 
benefits  for  or  after  the  sixth  month  after  the  month  of  enactment. 
People  already  on  the  benefit  rolls  when  the  provisions  become  effective 
could,  upon  request,  have  their  benefits  redetermined  under  the  new 
provisions. 

In  some  cases  the  application  of  this  provision  would  mean  that  a 
beneficiary  should  not  have  been  entitled  to  some  of  the  benefits  he 
had  been  paid.  If  these  beneficiaries  wish  to  be  paid  the  higher  benefits 
provided  under  the  bill  they  would  be  required  under  a  special 
repayment  provision  to  repay  the  benefits  they  are  no  longer  entitled 
to  have  been  paid.  The  repayment  would  be  accomplished  by  with- 
holding payment  of  the  amount  of  the  increase  in  benefits  that  would 
occur  under  the  provision  until  recovery  is  made  of  the  excess  of  the 
amount  the  beneficiary  was  actually  paid  over  the  amount  he  would 
have  been  paid  if  the  provision  had  been  in  effect  at  the  time  of  his 
original  application. 

An  illustration  of  how  the  recovery  would  be  accomplished  is  as 
follows : 
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Consider  the  case  discussed  in  the  first  example  above.  She  could, 
under  the  provisions  of  the  bill,  request  to  have  her  benefit  redeter- 
mined under  the  new  provisions.  As  a  result  of  this  redetermination, 
her  month  of  entitlement  to  wife's  benefits  could  be  changed  from  the 
month  in  which  she  reached  age  62  to  the  month  in  which  she  reached 
age  65.  With  this  change,  the  amount  of  her  monthly  benefit  should 
have  been  $62.40  (instead  of  $78.20)  a  month  from  age  62  to  age  65 
and  $99  (instead  of  $78.20)  a  month  from  age  65  on.  She  was  paid 
$78.20  a  month  from  age  62  on,  or  $15.80  a  month  too  much  from  age 
62  to  age  65  and  $20.80  a  month  too  little  from  age  65  on.  Assume  she 
is  age  66  when  the  redetermination  is  made.  If  the  bill  had  been  in 
effect  she  would  have  been  paid,  for  the  48  months  from  age  62  to 
age  66  for  which  she  has  been  paid  benefits,  $62.40  a  month  for  the 
36  months  from  age  62  to  age  65,  and  $99  a  month  for  the  12  months 
from  age  65  to  age  66,  for  a  total  of  $3,434.40.  She  would  actually  have 
been  paid  $78.20  a  month  for  all  48  months,  for  a  total  of  $3,753.60. 
Thus  she  would  have  been  paid  a  total  of  $319.20  too  much — $3,753.60 
that  she  did  get  paid  less  $3,434.40  that  she  should  have  been  paid. 
The  $20.80  increase  in  her  benefit,  from  $78.20  to  $99,  would  be  with- 
held and  not  paid  to  her  until  the  $319.20  has  been  recovered — in 
about  16  months.  From  that  point  on  she  would  get  a  monthly  benefit 
of  $99.  If  she  should  die  or  become  entitled  to  another  benefit  (for 
example,  a  widow's  benefit  based  on  her  husband's  earnings)  before 
the  $319.20  is  entirely  recovered,  the  amount  not  yet  recovered  would 
be  waived. 

The  bill  would  make  no  change  in  the  provisions  of  present  law 
under  which  a  person  entitled  to  both  an  old-age  insurance  benefit 
and  a  wife's  or  dependent  husband's  insurance  benefit  may  not  get 
both  benefits  in  full.  Under  the  law,  a  worker  always  gets  the  old-age 
insurance  benefit  he  earns  for  himself;  if  that  benefit  is  higher  than 
the  benefit  he  is  potentially  eligible  for  as  a  wife  or  dependent  hus- 
band, the  latter  benefit  is  not  payable.  If  the  worker's  old-age  insurance 
benefit  is  less  than  the  wife's  or  dependent  husband's  benefit  payable 
on  the  spouse's  earnings,  the  difference  between  the  two  benefits  is 
paid  as  the  wife's  or  dependent  husband's  benefit. 

Approximately  100,000  beneficiaries  on  the  rolls  would  be  immedi- 
ately affected  by  this  provision,  which  would  result  in  additional 
benefit  payments  estimated  at  $10  million  during  the  first  12  months. 

8.  Eliminate  the  support  requirements  for  divorced  women 

Your  committee  is  concerned  that  there  are  a  number  of  divorced 
women  who  cannot  qualify  for  social  security  benefits  because  they 
cannot  meet  the  support  requirement  in  the  law.  Benefits  are  payable 
to  a  divorced  wife  age  62  or  older  and  a  divorced  widow  age  60  or  older 
if  her  marriage  lasted  20  years  before  the  divorce,  and  to  a  surviving 
divorced  mother.  In  order  to  qualify  for  any  of  these  benefits  a 
divorced  woman  is  required  to  show  that:  (1)  she  was  receiving  at 
least  one-half  of  her  support  from  her  former  husband,  (2)  she  was 
receiving  substantial  contributions  from  her  former  husband  pursuant 
to  a  written  agreement,  or  (3)  there  was  a  court  order  in  effect  pro- 
viding for  substantial  contributions  to  her  support  by  her  former 
husband. 

In  some  States  the  courts  are  prohibited  from  providing  for  alimony, 
and  in  these  States  a  divorced  woman  is  precluded  from  meeting  the 
third  support  requirement.  Even  in  States  which  allow  alimony,  the 


court  may  have  decided  at  the  time  of  the  divorce  that  the  wife  was 
not  in  need  of  financial  support.  Moreover,  a  divorced  woman's 
eligibility  for  social  security  benefits  may  depend  on  the  advice  she 
received  at  the  time  of  her  divorce.  If  a  woman  accepted  a  property 
settlement  in  lieu  of  alimony,  she  could  in  effect  have  disqualified 
herself  for  divorced  wife's,  divorced  widow's,  or  surviving  divorced 
mother's  benefits. 

The  intent  of  providing  benefits  to  divorced  women  is  to  protect 
women  whose  marriages  are  dissolved  when  they  are  far  along  in 
years — particularly  housewives  who  have  not  been  able  to  work  and 
earn  social  security  protection  of  their  own.  Your  committee  believes 
that  the  support  requirements  of  the  law  have  operated  to  deprive 
some  divorced  women  of  the  protection  they  should  have  received 
and,  therefore,  recommends  that  these  requirements  be  eliminated, 
effective  January  1,  1971. 

9.  Disability  insured  status  for  individuals  who  are  blind 

To  be  insured  for  disability  protection  under  present  law,  a  worker 
must  be  fully  insured  and  meet  a  requirement  of  substantial  recent 
covered  work.  Generally,  to  meet  the  latter  requirement,  a  disabled 
worker  needs  at  least  20  quarters  of  social  security  coverage  during  the 
period  of  40  calendar  quarters  ending  with  the  quarter  in  which  he 
became  disabled;  a  special  provision  takes  into  account  that  workers 
who  are  disabled  while  young  may  have  been  in  the  work  force  for  a 
relatively  short  time. 

Your  committee's  bill  would  extend  social  security  disability  protec- 
tion to  additional  blind  persons  by  eliminating  for  them  the  require- 
ment of  recent  attachment  to  covered  work.  A  blind  person  would  be 
insured  for  social  security  disability  benefits  and  a  disability  freeze  if 
he  is  fully  insured — that  is,  he  has  quarters  of  coverage,  acquired  at  any 
time,  equal  to  the  number  of  years  elapsed  after  1950  (or  the  year  he 
reached  age  21,  if  later)  and  up  to  the  year  in  which  he  became  dis- 
abled, except  that  he  could  not  be  insured  with  less  than  6  quarters  of 
coverage  and  w  ould  in  no  case  need  more  than  40  quarters  of  coverage 
to  be  insured.  This  requirement  would  permit  blind  persons  to  be  in- 
sured for  disability  protection  on  a  basis  comparable  to  that  for  retire- 
ment and  survivor  benefit  protection.  This  seems  to  the  committee  to 
be  a  more  reasonable  basis  for  qualifying  for  disability  protection  on 
the  part  of  a  blind  individual,  who  faces  employment  problems  not 
encountered  by  sighted  persons. 

The  provision  would  be  effective  for  January  1971.  About  30,000 
persons— blind  workers  and  their  dependents — would  become  im- 
mediately eligible  for  monthly  benefits.  About  $25  million  in  additional 
benefits  would  be  paid  out  during  the  first  12  months. 

10.  Wage  credits  for  members  of  the  uniformed  services 

Under  present  law,  social  security  coverage  is  provided  on  a  con- 
tributory basis  for  those  serving  in  the  uniformed  services  in  years 
after  1956,  but  it  is  limited  to  a  serviceman's  basic  pay  and  does  not 
reflect  the  cash  value  of  wages  in  kind,  such  as  food  and  shelter,  which 
is  generally  covered  under  social  security  with  respect  to  other  em- 
ployment. The  1967  social  security  amendments  therefore  provided  (in 
addition  to  the  contributory  coverage  of  basic  pay)  noncontributory 
wage  credits,  up  to  $100  for  each  month  of  military  service  after  1967, 
to  take  account  of  the  wages  in  kind  that  servicemen  receive. 
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The  bill  would  extend  the  1967  provision  to  cover  service  during  the 
period  1957-67.  This  would  assure  realistic  social  security  credit  for 
service  on  active  duty  for  all  years  that  military  service  has  been 
covered  under  social  security,  and  would  avoid  the  serious  impairment 
of  social  security  protection  that  now  exists  for  some  workers  (and 
their  families)  whose  benefits  are  based  on  only  basic  pay  for  years 
of  military  service  during  the  period  from  1957  through  1967. 

The  cost  of  additional  social  security  benefits  that  would  be  paid  as  a 
result  of  the  enactment  of  this  provision  would  be  financed  from  general 
revenues,  on  the  same  basis  as  the  benefits  resulting  from  the  present 
noncontributory  wage  credits  for  years  after  1967. 

11.  Application  jor  disability  benefits  after  disabled  worker's  death 
Under  present  law,  an  application  must  be  filed  with  the  Social 

Security  Administration  to  establish  entitlement  to  social  security 
disability  insurance  benefits  by  the  disabled  worker  or,  if  he  is  unable 
to  file  an  application,  by  another  person  on  his  behalf.  In  either  event, 
entitlement  to  disability  insurance  benefits  cannot  be  established  unless 
the  application  is  filed  during  the  worker's  lifetime. 

In  most  cases  a  timely  application  is  filed  by  or  on  behalf  of  a  dis- 
abled worker  who  meets  the  other  eligibility  conditions  of  the  law, 
so  that  the  benefit  rights  of  both  the  disabled  worker  and  his  depend- 
ents are  protected.  However,  in  a  relatively  few  cases  a  disabled 
worker  who  would  have  been  eligible  for  benefits  dies  before  an  appli- 
cation is  filed  and  his  disability  benefit  rights  are  lost.  As  a  result,  the 
living  expenses  and  additional  costs  incurred  by  the  disabled  worker 
during  the  period  of  his  disablement  may  remain  unpaid  and  become 
obligations  of  his  survivors. 

Your  committee  has  therefore  included  in  the  bill  a  provision  which 
would  permit  disability  insurance  benefits  to  be  paid  if  an  application 
is  filed  within  3  months  after  the  month  of  the  death  of  a  disabled 
worker.  Benefit  payments  which  would  have  been  payable  upon  appli- 
cation of  the  disabled  worker  would  then  be  payable  for  up  to  twelve 
months  prior  to  the  month  in  which  an  application  is  filed.  An  applica- 
tion filed  within  the  extended  period  would  also  permit  entitlement 
to  dependent's  benefits  to  be  established. 

The  provision  would  apply  in  cases  of  deaths  occurring  in  or  after 
the  year  of  enactment.  In  cases  in  which  the  disabled  worker  died  in  the 
year  the  bill  is  enacted  but  prior  to  enactment  of  the  bill,  an  application 
could  be  filed  within  three  months  after  the  date  of  enactment  and  the 
application  would  be  deemed  to  have  been  filed  in  the  month  of  death. 

12.  Disability  benefits  affected  by  the  receipt  oj  workmen's  compensation 
Your  committee's  bill  would  modify  present  provisions  under  which 

social  security  disability  benefits  must  be  reduced  in  some  cases  where 
the  disabled  worker  is  also  receiving  workmen's  compensation. 

Under  present  law,  when  a  disabled  worker  qualifies  for  both  work- 
men's compensation  and  social  security  disability  benefits,  the  social 
security  benefits  payable  to  him  and  his  family  are  reduced  by  the 
amount,  if  any,  that  the  total  monthly  benefits  payable  under  the 
two  programs  exceed  80  percent  of  his  average  current  earnings 
before  he  became  disabled.  A  worker's  average  current  earnings  for 
this  purpose  are  the  larger  of  (a)  the  average  monthly  earnings  used  for 
computing  his  social  security  benefits,  or  (b)  his  average  monthly 
earnings  in  employment  or  self -employment  covered  by  social  security 


during  the  5  consecutive  years  of  highest  covered  earnings  after  1950, 
computed  without  regard  to  the  limitations  which  specify  a  maximum 
amount  of  earnings  creditable  and  taxable  under  social  security. 

The  objective  of  these  provisions  is  to  avoid  the  payment  of  com- 
bined amounts  of  social  security  benefits  and  workmen's  compensation 
payments  that  would  be  excessive  in  comparison  with  the  beneficiary's 
earnings  before  he  became  disabled.  Your  committee  recognizes,  how- 
ever, that  workmen's  compensation  is  not  solely  a  replacement  of  lost 
earnings  but  is,  in  part,  compensation  for  pain  and  loss  of  function  for 
which  the  disabled  worker  might  otherwise  secure  recompense  through 
legal  action  against  his  employer.  It  should,  therefore,  not  be  necessary 
to  limit  a  worker's  combined  social  security  disability  benefits  and 
workmen's  compensation  payments  to  less  than  he  earned  before  be- 
coming disabled.  Moreover,  your  committee  has  concluded  that  the 
present  provisions  are  unduly  restrictive  and  result  in  hardship  for 
some  disabled  workers  and  their  families.  A  worker's  total  disability 
will  usually  give  rise  to  substantial  expenses  in  addition  to  the  family's 
continuing  regular  expenditures.  Limiting  the  combined  benefits  that 
are  payable  to  80  percent  of  average  current  earnings  has  in  many 
instances  caused  a  significant  reduction  in  the  family's  standard  of  liv- 
ing in  comparison  with  the  level  attained  by  the  worker  at  the  time  of 
disablement.  A  worker's  average  current  earnings  are  calculated  for 
purposes  of  these  provisions  on  the  basis  of  his  earnings  over  a  pro- 
tracted period  of  time  rather  than  his  earnings  just  before  disablement. 
Thus,  restricting  the  family  benefits  to  80  percent  of  average  current 
earnings  may  result  in  payment  of  an  amount  below  80  percent  of  the 
earnings  level  the  worker  had  reached  at  the  time  he  became  disabled. 
Your  committee  believes  that  the  allowable  amount  of  combined 
workmen's  compensation  and  social  security  disability  benefits  should 
be  increased.  The  bill  would  therefore  raise  the  combined  payments 
allowable  to  100  percent  of  the  worker's  average  current  earnings. 

IS.  Coverage  of  Federal  Home  Loan  Bank  employees 

The  Social  Security  Amendments  of  1956  provided  for  coverage  of 
employees  of  the  Federal  Home  Loan  Banks  on  condition  that  their 
retirement  system  be  coordinated  with  social  security  and  that  the 
plan  for  coordination  be  submitted  to  the  Secretary  of  Health, 
Education,  and  Welfare  and  approved  by  him  before  July  1,  1957. 
This  condition  was  not  fulfilled  within  the  prescribed  time. 

The  Federal  Home  Loan  Bank  Board  has  again  requested  that 
social  security  coverage  be  extended  to  the  employees  of  Federal 
Home  Loan  Banks,  who  number  approximately  500.  These  employees 
are  eligible  for  retirement  coverage  under  the  Savings  Association 
Retirement  Fund  which  your  committee  is  informed  now  provides 
coverage  that  is  coordinated  with  the  benefits  provided  under  the 
social  security  program. 

The  bill  would  extend  coverage  to  all  current  and  future  employees 
of  the  Federal  Home  Loan  Banks  for  years  after  1970.  Persons  who  are 
Bank  employees  on  January  1,  1971,  would  also  have  their  service 
after  1965  covered,  but  only  if  the  social  security  contributions  on 
account  of  such  service  are  paid  by  July  1,  1971,  or  by  such  later  date 
as  may  be  provided  under  an  agreement  entered  into  between  the 
Banks  and  the  Secretary  of  the  Treasury. 


22 


14-  Coverage  of  policemen  and  firemen  in  Idaho 

The  bill  would  make  applicable  to  the  State  of  Idaho  the  provision  in 
the  Social  Security  Act  which  makes  social  security  coverage  available, 
in  certain  jurisdictions  specifically  named  in  the  law,  to  policemen  and 
firemen  who  are  in  positions  covered  under  a  State  or  local  retirement 
system,  on  much  the  same  basis  as  to  other  persons  under  retirement 
systems.  Under  present  law,  the  provision  applies  to  19  States,  Puerto 
Rico,  and  to  all  interstate  instrumentalities.  The  19  States  which  are 
now  included  in  the  provision  are  Alabama,  California,_Florida,  Geor- 
gia, Hawaii,  Kansas,  Maine,  Maryland,  New  York,  North  Carolina, 
North  Dakota,  Oregon,  South  Carolina,  South  Dakota,  Tennessee, 
Texas,  Vermont,  Virginia,  and  Washington. 

In  Idaho  and  in  other  States  not  named  in  the  law,  social  security 
coverage  is  not  available  to  policemen  who  are  in  positions  covered 
under  a  State  or  local  retirement  system.  It  is  available  for  firemen 
under  a  retirement  system  in  these  States,  but  only  if  special  conditions 
set  forth  in  the  Federal  law  are  met.  The  Governor  of  the  State  must 
certify  that  the  overall  benefit  protection  of  the  group  of  firemen 
which  would  be  brought  under  coverage  would  be  improved  by  reason 
of  the  extension  of  coverage  to  the  group,  and  coverage  can  be  extended 
only  by  means  of  a  referendum  in  which  only  firemen  may  vote. 

15.  Coverage  oj  certain  hospital  employees  in  New  Mexico 

Your  committee's  bill  would  permit  the  State  of  New  Mexico,  at 
any  time  prior  to  January  1,  1971,  to  provide  social  security  coverage, 
under  its  coverage  agreement  with  the  Secretary  of  Health,  Education, 
and  Welfare,  for  employees  of  certain  public  hospitals  without  regard 
to  the  provisions  of  the  Social  Security  Act  which  specify  the  conditions 
under  which  a  State  may  bring  a  group  of  employees  under  social 
security  coverage. 

As  a  result  of  a  misunderstanding  Avithin  the  State,  certain  hospital 
employees  were  covered  under  the  New  Mexico  Public  Employees 
Retirement  Association  for  a  short  period  of  time,  although  the 
coverage  was  unintended  as  far  as  the  hospital  and  the  hospital  em- 
ployees were  concerned.  This  period  of  coverage  under  the  State 
retirement  system  presents  a  serious  obstacle  to  obtaining  social 
security  coverage  for  the  employees  in  question  because  of  the  provi- 
sions of  the  Social  Security  Act  that  are  designed  to  protect  the  rights 
of  such  employees  against  the  replacement  of  coverage  under  a  State 
or  local  government  retirement  system  by  social  security  coverage. 
The  unusual  situation  in  New  Mexico  is  not  the  type  of  situation  to 
which  these  provisions  designed  to  provide  safeguards  for  retirement 
system  members  were  directed. 

16.  Childhood  disability  benefits  for  those  disabled  before  age  22 

Your  committee's  bill  would  improve  disability  protection  for 
persons  who  become  totally  disabled  before  reaching  an  age  at  which 
they  are  likely  to  be  self-supporting.  Under  present  law,  social  security 
benefits  are  provided  for  the  child  of  an  insured  deceased,  disabled, 
or  retired  worker  until  the  child  attains  age  18  or,  if  attending  school, 
age  22.  Also,  a  son  or  daughter  of  an  insured  worker  can  qualify  for 
childhood  disability  benefits  if  he  has  been  continuously  totally  dis- 
abled since  before  age  18  and  is  still  disabled  after  the  worker  dies  or 
becomes  entitled  to  social  security  benefits.  Your  committee's  bill 
would  permit  the  payment  of  childhood  disability  benefits  to  such  a 
son  or  daughter  who  becomes  totally  disabled  before  age  22. 
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When  total  disability  arises  between  ages  18  and  22  the  disabled 
son  or  daughter  generally  continues  to  be  dependent  on  his  parents. 
Your  committee  believes  that  it  is  appropriate  and  desirable  to  pro- 
vide social  security  benefits  in  such  cases  should  the  insured  parent 
die,  become  disabled,  or  retire. 

The  provision  for  benefits  for  people  disabled  since  before  age  22 
would  be  applicable  not  only  prospectively  but  also  in  the  case  of 
people  who  have  already  met  the  conditions  proposed  for  entitlement 
to  benefits  and  would  be  effective  with  respect  to  benefits  for  months 
after  December  1970.  About  13,000  people — disabled  children  and 
their  mothers — would  immediately  become  eligible  for  benefits.  About 
$10  million  in  additional  benefits  would  be  paid  out  during  the  first  12 
months. 

17.  Penalty  for  furnishing  false  information  to  obtain  a  social  security 

number 

Under  present  law,  criminal  penalties  are  provided  for  any  person 
who  makes  a  false  representation  to  obtain  payment  of  social  security 
benefits  which  are  not  due  him.  These  penalties  may  be  applied,  for 
example,  if  a  person  attempts  to  get  benefits  based  on  his  own  earnings 
under  more  than  one  social  security  number,  or  to  avoid  having  his 
benefits  withheld  under  the  retirement  test  by  drawing  benefits  under 
one  number  while  continuing  to  work  for  high  earnings  under  a  false 
name  and  another  number,  or  to  continue  to  draw  disability  benefits 
while  engaged  in  substantial  gainful  employment  under  another 
name  and  number.  Penalties  are  not  provided  in  the  social  security 
law  for  those  individuals  who  give  false  information  in  order  to  secure 
multiple  social  security  numbers  with  an  intent  to  conceal  their  true 
identities. 

The  use  of  false  names,  aided  by  a  social  security  number  issed  in 
false  names,  has  led  to  a  number  of  problems  in  both  private  business 
and  the  administration  of  Government  programs.  Therefore,  the  bill 
would  provide  criminal  penalties  if  an  individual,  with  intent  to  de- 
ceive the  Secretary  of  Health,  Education,  and  Welfare  as  to  his  true 
identity  knowingly  and  willfully  furnishes  false  information  on  an 
application  for  a  social  security  number  for  the  purpose  of  obtaining 
more  than  one  number  or  of  establishing  a  social  security  record 
under  a  different  name.  The  penalty  would  not  be  applicable,  however, 
if  the  person  obtaining  more  than  one  social  security  number  provides 
sufficient  information  to  permit  the  Social  Security  Administration 
to  identify  all  the  numbers  issued  to  such  person  so  that  all  of  his 
wage  credits  may  be  combined. 

18.  Guarantee  that  no  family  would  have  its  total  family  benefits 

decreased  as  a  result  of  an  increase  in  the  worker's  benefit 
In  the  past  when  general  benefit  increases  have  been  enacted  it  has 
been  possible,  in  certain  cases,  for  a  family  that  comes  on  the  benefit 
rolls  after  the  increase  is  effective  but  is  entitled  to  retroactive  benefits 
in  the  period  before  the  increase  is  effective  to  have  the  total  family 
benefits  decreased  slightly.  Such  a  decrease  can  also  occur  under 
present  law  when  a  worker's  benefit  is  increased  as  a  result  of  a  recom- 
putation  of  his  benefit  amount  to  include  additional  earnings.  Those 
decreases  occur  in  cases  where  the  family  maximum  provision  applies 
and  the  worker's  benefit  is  actuarially  reduced  (because  it  started 
before  age  65). 
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A  special  provision  was  included  in  the  1969  amendments  to  prevent 
a  decrease  in  total  family  benefits  from  occurring  under  the  general 
benefit  increase  that  was  included  in  those  amendments.  But  the 
provision  was  only  temporary  in  effect — it  applied  only  to  the  general 
benefit  increase  under  the  1969  amendments,  and  did  not  apply  to 
earnings  recomputation  cases.  There  is  a  need,  therefore,  for  a  perma- 
nent provision  that  would  apply  to  future  general  benefit  increases  and 
also  to  increases  resulting  from  earnings  recomputations.  Such  a  pro- 
vision is  included  in  your  committee's  bill. 

Under  the  provision,  no  family  would  have  its  total  family  benefits 
decreased  because  of  an  increase  in  the  worker's  benefit  resulting  from 
the  5-percent  general  benefit  increase  that  would  be  provided  by  the 
bill  or  from  any  general  benefit  increase  that  may  be  enacted  in  the 
future  or  from  a  recomputation  of  the  worker's  benefit  to  include 
additional  earnings. 

B.   GENERAL  DISCUSSION   OF  MEDICARE,  MEDICAID,  AND  MATERNAL  AND 
CHILD   HEALTH  PROVISIONS 

/.  C overage  under  medicare  program 

(a)  Payment  under  the  medicare  program  to  individuals  covered  by 
Federal  employees  health  benefits  program. — Under  present  law,  Fed- 
eral employees  and  retirees  age  65  and  over  who  are  enrolled  for  Fed- 
eral employees  health  benefits  (FEHB)  are  also  covered  under  the 
medicare  hospital  insurance  plan  (part  A)  if  they  have  worked  in 
employment  covered  by  social  security  or  railroad  retirement  and  are 
eligible  for  monthly  cash  benefits  under  these  programs.  In  addition, 
Federal  employees,  whether  or  not  eligible  for  part  A  benefits,  may 
enroll  in  the  medicare  voluntary  supplementary  medical  insurance  plan 
(part  B)  which  is  available  to  essentially  all  persons  age  65  and  over. 
Part  A  hospital  insurance  protection  under  medicare  is  earned  during 
a  person's  working  years  through  a  separate  tax  on  his  earnings  and  no 
payments  are  made  by  those  entitled  to  benefits  after  they  have  stopped 
working.  Part  B  medical  insurance  protection  is  available  at  50  percent 
of  cost,  for  which  the  enrollee  pays  a  monthly  premium — currently  $4, 
and  due  to  be  $5.30  in  July  1970 — matched  by  the  Federal  Government. 

In  contrast,  persons  who  are  eligible  for  health  insurance  protection 
under  a  FEHB  plan  continue  to  pay  the  same  premium  rates  for  their 
coverage  after  retirement  as  they  did  when  they  were  active  employees 
(although  the  coverage  may  be  more  valuable  since  older  people  use 
more  medical  services) .  The  Federal  Government  currently  pays  about 
24  percent  of  the  overall  cost  of  FEHB  protection. 

When  the  medicare  program  was  enacted  in  1965,  it  was  intended 
that  it  would  provide  basic  health  insurance  protection  for  people  age 
65  and  over  and  that  it  would  pay  its  benefits  in  full  without  regard  to 
any  other  benefits  that  might  be  payable  under  an  employee  health 
benefits  plan.  At  the  same  time,  it  was  expected  that  such  plans  would 
adjust  their  benefit  policies  to  complement  the  protection  provided 
under  medicare  rather  than  duplicating  the  benefits. 

Unlike  most  employers,  the  Federal  Government  has  not  arranged 
the  health  insurance  protection  it  makes  available  to  its  employees  age 
65  and  over  (active  or  retired)  so  that  such  protection  would  be  supple- 
mentary to  medicare  benefits. 
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Although  most  Federal  employment  covered  by  a  Federal  staff 
retirement  system  is  excluded  from  social  security  coverage,  many 
Federal  employees  become  insured  under  social  security  on  the  basis 
of  other  employment.  About  50  percent  of  retired  and  active  Federal 
employees  age  65  and  over  are  entitled  to  hospital  insurance  benefits 
under  medicare. 

Several  problems  arise  under  the  present  situation.  The  FEHB  plans 
cover  many  of  the  same  health  care  expenses  that  are  covered  under 
medicare.  In  cases  where  health  care  expenses  are  covered  under  both 
medicare  and  a  Federal  employee  plan,  the  medicare  benefits  are  paid 
first,  and  the  Federal  employee  plan  then  pays  its  benefits  in  an  amount 
which,  when  added  to  the  benefits  payable  under  medicare,  may  not 
exceed  100  percent  of  the  expenses  allowable  under  the  FEHB  plan. 

A  Federal  employee  who  is  covered  under  a  high-option  FEHB  plan 
as  well  as  the  medicare  plans  has  somewhat  better  protection  than  is 
afforded  under  the  FEHB  plan  alone.  But,  because  of  the  nonduplica- 
tion  clauses  in  the  FEHB  contracts,  he  does  not  derive  the  full  value  of 
the  protection  of  the  FEHB  contracts.  If  a  Federal  retiree  entitled 
under  medicare  cancels  his  enrollment  under  a  FEHB  plan  because  of 
the  high  total  cost  of  his  health  care  protection,  he  will  lose  the  high 
level  of  protection  he  previously  enjoyed  under  the  FEHB  program  at 
an  age  where  his  health  care  costs  can  be  expected  to  increase 
substantially. 

Federal  retirees  and  employees  who  are  covered  under  an  FEHB 
plan  generally  do  not  find  it  advantageous  to  enroll  in  the  medicare  vol- 
untary supplmentary  medical  insurance  plan,  because  of  the  overlap- 
ping of  FEHB  benefits  and  benefits  under  the  supplementary  plan. 
Thus,  Federal  retirees  and  employees  do  not  receive  the  advantage, 
available  to  virtually  all  other  persons  age  65  and  over,  of  the  50-per- 
cent Government  contribution  toward  the  cost  of  the  protection  under 
the  supplementary  medical  insurance  program. 

In  order  to  assure  a  better  coordinated  relationship  between  the 
FEHB  program  and  medicare  and  to  assure  that  Federal  employees 
and  retirees  age  65  and  over  will  eventually  have  the  full  value  of  the 
protection  offered  under  medicare  and  FEHB,  your  committee's  bill 
would  provide  that  effective  January  1,  1972,  the  medicare  program 
(both  parts  A  and  B)  would  not  pay  for  any  otherwise  covered  service 
if  such  service  is  covered  under  a  FEHB  plan.  This  provision  would 
not  go  into  effect  (or  would  be  suspended,  if  already  in  effect)  if  the 
Secretary  of  Health,  Education,  and  Welfare  certifies  that  the  FEHB 
program  has  been  so  modified  as  to  assure  that  there  is  available  to 
each  Federal  employee  or  retiree  age  65  and  over  one  or  more  Federal 
health  benefit  plans  which  offer  protection  supplementing  the  com- 
bined protection  of  parts  A  and  B  of  medicare,  and  the  protection  of 
part  B  alone  and  that  the  Government  is  making  a  contribution  toward 
the  health  insurance  of  each  Federal  employee  or  retiree  age  65  and 
over,  which  is  at  least  equal  to  the  contribution  it  makes  for  high  option 
coverage  under  Government-wide  FEHB  plans.  This  contribution 
could  be  in  the  form  of  a  Federal  contribution  toward  the  supple- 
mentary FEHB  protection  or  a  payment  to  or  on  behalf  of  such  em- 
ployee or  retiree  to  offset  the  cost  of  his  purchase  of  medicare  protec- 
tion, or  a  combination  of  the  two.  It  is  the  hope  and  the  intent  of  your 
committee  that  the  Secretary  will  be  able  to  make  this  certification 
before  January  1972. 

44-345  O— 70  3 
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(b)  Hospital  insurance  benefits  for  uninsured  individuals  not  eligi- 
ble under  present  transitional  provision. — Present  law  provides  hos- 
pital insurance  protection  under  the  "special  transitional  provision" 
for  people  who  are  not  qualified  for  cash  benefits  under  the  social  se- 
curity or  railroad  retirement  program.  (The  provision  excludes  an 
active  or  retired  Federal  employee,  or  the  spouse  of  such  an  employee, 
who  is  covered  or  could  have  been  covered  under  the  provisions  of  the 
Federal  Employees  Health  Benefits  Act  of  1959 ;  aliens  residing  in  the 
United  States  for  less  than  5  years ;  and  people  who  have  been  convicted 
of  a  crime  against  the  security  of  the  United  States,  including  sabotage, 
espionage,  treason,  etc.)  The  "special  transitional  provision"  covers 
people  who  are  not  qualified  for  cash  benefits  under  the  social  security 
or  railroad  retirement  program  and  who  reached  age  65  before  1968 
even  though  they  had  no  work  under  social  security  (or  in  the  railroad 
industry).  Those  who  attained  or  will  attain  age  65  after  1967  must 
have  had  specified  amounts  of  work  under  these  programs  in  order 
to  be  eligible  for  hospital  insurance  protection.  The  transitional  provi- 
sion will  phase  out  as  of  1974  as  persons  attaining  age  65  in  those 
years  must  be  insured  for  cash  benefits  under  one  of  the  two  programs 
in  order  to  be  eligible  for  hospital  insurance  protection. 

Since  the  transitional  provision  is  designed  to  provide  hospital  in- 
surance coverage  for  only  a  part  (though  a  large  part)  of  the  unin- 
sured aged  and  to  eventually  phase  out,  a  portion  of  the  aged,  though 
small  in  number  (as  of  January  1,  1970,  this  portion  numbered  ap- 
proximately 305,000  or  11/2  percent  of  the  aged  population),  are  and 
will  be,  for  one  reason  or  another,  excluded  from  hospital  insurance 
coverage.  (The  305,000  people  include  55,000  recent  immigrants,  who 
would  continue  to  be  excluded  from  coverage;  145,000  active  or  retired 
Federal  employees,  who  are  not  eligible  for  the  transitional  provisions ; 
and  105,000  others.)  Although  these  ineligibles  include  a  substantial 
number  of  people  who  were  eligible  for  social  security  coverage  but 
who  did  not  elect  (or  whose  employers  did  not  elect)  to  be  covered 
(including  employees  of  State  and  local  governments),  they  also 
include  several  other  groups :  (1)  wives  who  have  never  worked  under 
covered  employment  and  whose  husbands  are  eligible  for  hospital 
insurance  under  the  transitional  provision,  (2)  women  who  are  not 
insured  on  their  own  account  and  who  cannot  qualify  for  dependent's 
benefits  (such  as  dependent  aged  sisters  of  insured  workers  and  the 
dependents  of  uninsured  workers),  and  (3)  workers,  such  as  agricul- 
tural and  domestic  workers,  whose  earnings  may  have  been  so  low  or 
sporadic  they  were  unable  to  acquire  insured  status. 

Further,  it  has  become  very  difficult  for  many  in  this  group  to  obtain 
private  hospital  insurance  comparable  to  coverage  under  medicare. 
Since  the  passage  of  the  medicare  law,  private  insurance  companies 
have  generally  changed  their  hospital  insurance  plans  available  to  peo- 
ple age  65  and  over  to  make  their  coverage  complementary  to  medi- 
care. While  there  is  generally  some  type  of  hospital  insurance  available 
to  persons  age  65  and  over,  most  of  that  which  is  offered  is  in  the  form 
of  specified  cash  payment  insurance,  paying  from  $25  to  $200  per  week 
for  limited  periods  of  hospitalization.  Few  private  health  insurance 
companies  offer  their  regular  hospital  expense  plans  to  the  aged. 

Your  committee's  bill  would  make  available  hospital  insurance  cov- 
erage on  a  voluntary  basis  to  persons  age  65  and  over  who  are  not 
entitled  to  such  coverage  under  existing  law.  A  State  or  any  other  pub- 
lic or  private  organization  would  be  permitted  to  purchase  such  pro- 
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tection  on  a  group  basis  for  its  retired  or  active  employees  age  65  and 
over.  The  intent  is  that  the  cost  of  such  coverage  would  be  fully 
financed  by  those  who  elect  to  enroll  for  this  protection.  Enrollees 
would  pay  a  monthly  premium  based  on  the  cost  of  hospital  insurance 
protection  for  the  uninsured  group;  such  premium  would  be  $27  a 
month  beginning  with  January  1971  and  up  to  and  including  June 
1972,  and  would  be  recomputed  each  year  and  increased  in  the  same 
proportion  as  the  inpatient  hospital  deductible.  The  same  restrictions 
on  enrollment  and  reenrollment  (including  a  10-percent-per-year 
charge  for  late  enrollment)  would  apply  as  now  apply  to  enrollment 
for  supplementary  medical  insurance  (including  the  changes  in  such 
enrollment  provisions  made  by  other  provisions  in  the  bill) .  Aliens  who 
have  been  convicted  of  certain  subversive  crimes  wTould  be  excluded 
from  participation  under  this  provision,  just  as  they  are  excluded  from 
enrolling  for  supplementary  medical  insurance. 

Your  committee's  bill  also  would  require  that  in  order  for  persons  to 
be  eligible  to  enroll  for  hospital  insurance  they  must  be  enrolled  for 
supplementary  medical  insurance.  Those  persons  who  have  failed  to 
enroll  for  supplementary  medical  insurance  within  the  3-year  enroll- 
ment limit  as  prescribed  by  present  law  would  be  able,  under  another 
provision  in  your  committee's  bill  to  meet  this  requirement  since  they 
would  no  longer  be  excluded  from  enrolling  for  supplementary  medi- 
cal insurance.  If  a  person  terminates  his  supplementary  medical  in- 
surance, his  hospital  insurance  coverage  under  this  provision  would 
be  automatically  terminated  effective  the  same  date  as  his  supple- 
mentary medical  insurance  termination.  Your  committee  believes  that 
such  a  restriction  is  necessary  to  reduce  the  possibility  of  excessive 
utilization  of  the  more  expensive  hospital  insurance  coverage  as  might 
occur  if  an  individual  were  enrolled  for  hospital  insurance  (covering 
primarily  institutional  care)  but  not  for  supplementary  medical  in- 
surance (covering  primarily  outpatient  care) . 

The  effective  date  for  coverage  provided  under  this  provision  would 
be  January  1, 1971. 

2.  Improvements  in  the  operating  effectiveness  of  the  medicare, 
medicaid,  and  maternal  and  child  health  programs 
(a)  Limitation  on  Federal  participation  for  capital  expenditures.- — 
Under  title  XVIII  depreciation  on  buildings  and  equipment,  and  inter- 
est on  loans  used  to  acquire  them,  are  reimbursable  as  part  of  the  cost 
of  providing  services  to  medicare  beneficiaries.  Such  reimbursement 
is  paid  without  regard  to  whether  the  items  were  constructed  or  pur- 
chased in  conformity  with  any  type  of  health  facility  planning  re- 
quirement, Similarly,  reimbursement  on  a  cost  basis  for  inpatient 
hospital  services  provided  under  titles  V  (maternal  and  child  health) 
and  XIX  (medicaid)  of  the  'Social  Security  Act  includes  a  recognition 
of  certain  capital  costs  without  regard  to  conformance  to  planning 
requirements. 

There  are  few  aspects  of  the  health  care  system  in  the  United  States 
which  have  been  so  thoroughly  explored  as  the  need  for  comprehensive 
areawide  planning  for  the  development  and  utilization  of  all  types  of 
health  care  facilities.  But  the  acceptance  of  the  purposes  of  State  and 
areawide  health  facility  planning  has  not  always  been  matched  by  pur- 
poseful application  of  the  incentives  required  to  achieve  the  end  result 
of  such  planning.  Thus,  while  a  significant  amount  of  Federal  money 
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is  currently  being  expended  under  the  comprehensive  health  planning 
provisions  of  the  Public  Health  Service  Act  in  the  interest  of  further- 
ing health  facility  planning  at  the  State  and  local  levels,  Federal  funds 
are  being  expended  for  health  services  provided  under  medicare,  medic- 
aid, and  the  maternal  and  child  health  programs  without  regard  to 
whether  the  facilities  providing  the  services  are  cooperating  in  such 
health  facility  planning.  Your  committee  believes  that  the  connection 
between  sound  health  facility  planning  and  the  prudent  use  of  capital 
funds  must  be  recognized  if  any  significant  gains  in  controlling  health 
costs  are  to  be  made.  Thus,  your  committee  believes  it  is  necessary  to 
assure  that  medicare,  medicaid,  and  the  maternal  and  child  health 
programs  are  consistent  with  State  and  local  health  facility  planning 
efforts,  in  order  to  avoid  paying  higher  costs  unnecessarily  in  the  future 
where  these  costs  result  from  duplication  or  irrational  growth  of  health 
care  facilities. 

At  present,  efforts  are  being  made  on  the  Federal,  State,  and  local 
levels  to  assure  that  the  need  for  the  expansion  and  modernization  of 
health  facilities  is  evaluated,  coordinated,  and  planned  on  a  rational 
and  controlled  basis.  At  the  Federal  level,  comprehensive  health  plan- 
ning legislation  provides  for  Federal  grants  for  the  establishment  and 
funding  of  areawide  and  comprehensive  State  health  care  planning 
agencies.  Currently,  all  50  States,  the  District  of  Columbia,  and  five 
territories  have  State  comprehensive  health  care  planning  agencies. 
On  the  areawide  level,  106  planning  agencies  are  receiving  Federal 
grants:  10  of  such  agencies  are  operational.  It  is  estimated  that  113 
areawide  planning  agencies  will  be  receiving  grants  by  the  end  of 
June  and  that  35  of  such  agencies  will  be  operational. 

To  avoid  the  use  of  Federal  funds  to  support  unjustified  capital 
expenditures  and  to  support  health  facility  and  health  services  plan- 
ning activities  in  the  various  States,  your  committee's  bill  author- 
izes the  Secretary  of  Health,  Education,  and  Welfare  to  withhold  or 
reduce  reimbursement  amounts  to  providers  of  services  under  title 
XVIII  for  depreciation,  interest,  and,  in  the  case  of  proprietary  pro- 
viders, a  return  on  equity  capital,  related  to  certain  capital  expendi- 
tures that  are  determined  to  be  inconsistent  with  State  or  local  health 
facility  plans.  (Similar  authority  would  be  provided  with  respect  to 
the  Federal  share  of  payment  for  inpatient  hospital  care  under  titles 
V  and  XIX.)  Capital  expenditures  for  the  purposes  of  this  provision 
include  expenditures  (1)  for  plant  and  equipment  in  excess  of  $100,- 
000 ;  (2)  which  change  the  bed  capacity  of  the  institution ;  or  (3)  which 
substantially  change  the  services  provided  by  the  institution.  The 
Secretary  would  take  such  action  on  the  basis  of  findings  and  recom- 
mendations submitted  to  him  by  various  qualified  planning  agencies. 
If  he  determines,  however,  after  consultation  with  an  appropriate 
national  advisory  council,  that  a  disallowance  of  capital  expenses 
would  be  inconsistent  with  effective  organization  and  delivery  of 
health  services  or  effective  administration  of  titles  V,  XVIII,  or  XIX, 
he  would  be  authorized  to  allow  such  expenses. 

The  Secretary  would  be  authorized  to  enter  into  agreements  with 
the  States  under  which  designated  planning  agencies  would  submit 


29 


their  findings  and  recommendations  (along  with  those  of  other  qual- 
ified planning  agencies)  with  respect  to  proposed  capital  expendi- 
tures that  are  inconsistent  with  the  plans  developed  by  such  agencies. 
(All  such  health  facility  and  health  services  planning  agencies  must 
have  governing  bodies  or  advisory  bodies  at  least  half  of  whose  mem- 
bers represent  consumer  interests.)  The  Secretary  would  be  authorized 
to  pay  from  the  Federal  Hospital  Insurance  Trust  Fund  the  reasonable 
costs  incurred  by  the  planning  agencies  in  preparing  and  forwarding 
findings  and  recommendations.  The  bill  would  in  no  way  change  the 
autonomy  or  authority  of  existing  State  or  local  planning  agencies, 
or  the  relationships  between  such  agencies,  either  within  States  or 
across  State  lines. 

These  limitations  would  be  effective  with  respect  to  obligations  for 
capital  expenditures  incurred  after  June  30,  1971,  or  earlier,  if  re- 
quested by  the  State. 

(b)  Report  on  plan  for  prospective  reimbursement  -  experiments 
and  demonstration  projects  to  develop  incentives  for  economy  in  the 
provision  of  health  services. — Under  present  law,  institutional  pro- 
viders furnishing  covered  services  to  medicare  beneficiaries  are  paid 
on  the  basis  of  the  reasonable  cost  of  such  services.  Payment  on  this 
basis,  with  retroactive  corrective  adjustments,  is  consistent  with  the 
long  history  of  public  and  private  third  party  agency  reimbursement 
for  institutional  health  care  on  a  cost  basis.  However,  as  experience 
under  the  medicare,  medicaid,  maternal  and  child  health,  and  other 
third  party  programs  has  clearly  demonstrated  there  is  little  incentive 
to  contain  costs  or  to  produce  the  services  in  the  most  efficient  and 
effective  manner. 

Your  committee  believes  that  payment  determined  on  a  prospective 
basis  offers  the  promise  of  encouraging  institutional  policymakers  and 
managers,  through  positive  financial  incentives,  as  well  as  the  risk 
of  possible  loss  inherent  in  that  method,  to  plan,  innovate  and  gen- 
erally to  manage  effectively  in  order  to  achieve  greater  financial  reward 
for  the  provider  as  well  as  a  lower  total  cost  to  the  programs  involved. 
Prospective  reimbursement  differs  from  the  present  method  of  reim- 
bursement in  that  a  rate  of  payment  is  set  in  advance  of  the  period 
over  which  the  rate  is  to  apply.  The  theory  is  that  once  the  rate  is  set  a 
provider  will  institute  cost  saving  measures  which  will  maximize  the 
difference  between  its  actual  costs  and  the  higher  prospective  rate. 
This  difference  could  be  expressed  as  the  "profit."  Of  course,  if  the 
provider's  costs  turned  out  to  be  higher  than  the  prospective  rate, 
there  would  be  a  loss.  Theoretically,  this  approach  to  reimbursement 
introduces  incentives  not  present  under  the  existing  reimbursement 
method  which,  since  it  tends  to  pay  whatever  the  costs  turn  out  to  be, 
provides  no  incentives  for  efficiency. 

However,  your  committee  is  well  aware  that  in  considering  such  a 
fundamental  change  in  the  present  reimbursement  method,  possible 
disadvantages  as  well  as  the  potential  advantages  must  be  taken  into 
account.  While  it  is  clear  for  example,  that  prospective  rate  setting- 
will  provide  incentives  for  health  care  institutions  to  keep  costs  at  a 
level  no  higher  than  the  rates  set,  it  is  not  clear  that  the  rates  set  would 
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result  in  government  reimbursement  at  levels  lower  than,  or  even  as 
low  as,  that  which  would  result  under  the  present  retroactive  cost  find- 
ing approach.  Providers  could  be  expected  to  press  for  a  rate  that 
would  cover  all  the  costs,  including  research  costs  and  bad  debts,  as 
well  as  margins  of  safety  in  the  prospective  rates  that  might  result  in 
reimbursement — if  their  requests  were  met — in  excess  of  the  costs  that 
would  have  been  reimbursed  under  the  present  approach.  Moreover, 
any  excess  of  reimbursement  over  costs  to  voluntary  providers  would 
probably  be  used  to  expand  services,  and  the  new  level  of  expenditures 
might  be  reflected  in  setting  higher  prospective  rates  for  future  years. 

Also  to  be  considered  is  the  fact  that  under  prospecthTe  reimburse- 
ment it  will  be  necessary  to  take  steps  to  assure  that  providers  do  not 
cut  back  on  services  necessary  to  quality  care  in  order  to  keep  actual 
costs  down  and  thus  increase  the  difference  between  costs  and  the  pro- 
spective rate  established.  The  development  of  adequate  and  widely- 
agreed-upon  measures  of  quality  of  care  will  clearly  be  needed  to 
provide  that  assurance  and  should  be  immediately  developed  by  the 
Department. 

In  view  of  the  far-ranging  implications  of  such  a  change  in  the 
approach  to  reimbursement,  your  committee's  bill  provides  for  a  pe- 
riod of  experimentation  under  titles  XVIII,  XIX  and  V  with  various 
alternative  methods  and  techniques  of  prospective  reimbursement. 
It  is  the  intent  of  your  committee  that  experimentation  be  conducted 
with  a  view  to  developing  and  evaluating  methods  and  techniques  that 
will  stimulate  providers  through  positive  financial  incentives  to  use 
their  facilities  and  personnel  more  efficiently,  thereby  reducing  their 
own  as  well  as  program  costs  while  maintaining  or  enhancing  the 
quality  of  the  health  care  provided. 

The  experiments  and  demonstration  projects  directed  to  be  carried 
out  under  this  provision  are  to  be  of  sufficient  scope  and  on 
a  wide  enough  scale  to  give  assurance  that  the  results  would  obtain 
generally  (but  not  so  large  or  comprehensive  as  to  commit  the  pro- 
grams to  any  prospective  payment  system  either  locally  or  nationally) . 
No  experiment  or  demonstration  project  is  to  be  undertaken  by  the 
Secretary  until  he  consults  with  and  takes  into  consideration  the  advice 
and  recommendations  of  recognized  specialists  in  the  health  care  field 
who  are  qualified  and  competent  to  evaluate  the  feasibility  of  any  given 
experiment  or  demonstration  project. 

Under  your  committee's  bill,  the  Secretary  would  be  required  to  sub- 
mit to  the  Congress  no  later  than  July  1,  1972,  a  full  report  of  the 
results  of  the  experiments  and  demonstration  projects,  as  well  as  an 
evaluation  of  the  experience  of  other  programs  with  respect  to 
prospective  reimbursement.  The  report  is  to  include  detailed  recom- 
mendations with  respect  to  the  specific  methods  that  might  be  used 
in  the  full  implementation  of  a  prospective  reimbursement  system. 

Although  recognizing  the  promise  and  potential  offered  by  prospec- 
tive reimbursement  your  committee  does  not  wish  to  preclude  experi- 
mentation with  other  forms  of  reimbursement.  Your  committee  be- 
lieves that  a  solid  foundation  of  experience  is  required  with  all  pos- 
sible alternative  forms  of  reimbursement  before  permanent  changes 
can  be  made.  The  bill  therefore  includes  authorization  for  the  Sec- 
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retary  of  Health,  Education,  and  Welfare  to  engage  in  experiments 
and  demonstration  projects  involving  negotiated  rates,  the  use  of 
rates  established  by  a  State  for  administration  of  one  or  more  of 
its  laws  for  payment  or  reimbursement  to  health  facilities  located  in 
such  State,  and  alternative  methods  of  reimbursement  with  respect  to 
the  services  of  residents,  interns,  and  supervisory  physicians  in  teach- 
ing settings.  Authority  is  also  provided  to  make  payments,  on  an  ex- 
perimental or  demonstration  project  basis,  to  organizations  and  in- 
stitutions for  services  which  are  not  currently  covered  under  titles  V, 
XVIII,  XIX,  and  which  are  incidental  to  services  covered  under  the 
programs,  if  the  inclusion  of  the  additional  services  would  offer  the 
promise  of  program  savings  without  any  loss  in  the  quality  of  care. 
The  bill  would  also  authorize  experimentation  with  the  use  of  areawide 
or  communitywide  utilization  review  and  medical  review  mechanisms 
to  determine  whether  they  would  bring  about  more  effective  controls 
over  excessive  utilization  of  services. 

The  Secretary  is  to  submit  to  the  Committee  on  Ways  and  Means  and 
the  Committee  on  Finance  plans  for  each  experiment  or  project, 
authorized  under  these  provisions,  a  description,  in  detail,  of  its  nature, 
methodology,  and  objectives.  The  intent  is  that  there  be  an  opportunity 
for  congressional  study  before  the  experiment  or  project  is  put  into 
operation. 

These  provisions  will  be  effective  upon  enactment  of  the  bill. 

(c)  Limitations  on  coverage  of  costs  under  the  medicare  program. — 
Your  committee  is  mindful  of  the  fact  that  costs  can  and  do  vary  from 
one  institution  to  another  as  a  result  of  differences  in  size,  in  the  nature 
and  scope  of  services  provided,  the  type  of  patient  treated,  the  location 
of  the  institution  and  various  other  factors  affecting  the  efficient  de- 
livery of  needed  health  services.  Your  committee  is  also  aware,  how- 
ever, that  costs  can  vary  from  one  institution  to  another  as  a  result  of 
variations  in  efficiency  of  operation,  or  the  provision  of  amenities  in 
plush  surroundings.  Your  committee  believes  that  it  is  undesirable 
from  the  standpoint  of  those  who  support  Government  mechanisms 
for  financing  health  care  to  reimburse  health  care  institutions  for 
costs  that  flow  from  marked  inefficiency  in  operation  or  conditions  of 
excessive  service. 

To  the  extent  that  differences  in  provider  costs  can  be  expected  to 
result  from  such  factors  as  the  size  of  the  institution,  patient  mix, 
scope  of  services  offered  or  other  economic  factors,  wide,  but  not  un- 
limited recognition  should  be  given  to  the  variations  in  costs  accepted 
as  reasonable.  However,  data  frequently  reveals  wide  variations  in 
costs  among  institutions  that  can  only  be  attributable  to  those  elements 
of  cost  that  would  ordinarily  not  be  expected  to  vary  substantially  from 
one  institution  to  another. 

In  commenting  on  the  wide  variations  in  per  diem  direct  expenses 
for  hospitals  in  New  York  City,  J.  Douglas  Colman,  president  of  the 
Associated  Hospital  Service  of  New  York,  noted  in  a  paper  prepared 
in  connection  with  the  National  Conference  on  Medical  Costs  held  on 
June  27-28, 1967 ;  that : 

Some  of  the  variations  can  be  explained  by  varying  characteristics  of  the  pa- 
tient census,  by  location,  by  scope  of  services  offered,  or  by  variations  in  the 


32 


efficiency  of  physical  plant.  But  none  of  these,  nor  any  combination  of  them, 
satisfactorily  account  for  the  range  of  variation  shown.  For  example,  the  range 
for  voluntary  teaching  hospitals  in  New  York  City  alone  is  from  38  percent  above 
to  20  percent  belowT  the  median  per  diem  cost  for  this  group  of  hospitals.  One 
must  conclude  that  at  least  a  part  of  this  variation  reflects  variations  in  efficiency. 

The  data  being  cited  by  Mr.  Colman  indicated  that  direct  costs  of 
"hotel"  services  (food  and  room  costs)  in  hospitals  in  New  York  City 
varied  from  $17  to  $32  per  patient  day  with  a  median  of  $23,  but  three 
hospitals  were  at  the  level  of  $30  or  more,  more  than  25  percent  above 
the  median.  Nursing  service  costs  varied  from  $11  to  $20  per  patient 
day  with  a  median  of  $12  and  the  hospital  with  the  highest  nursing 
costs  had  nursing  costs  almost  $3  per  day  above  the  hospital  with  the 
next  highest  nursing  costs. 

Where  the  high  costs  do  in  fact  flow  from  the  provision  of  services 
in  excess  of  or  more  expensive  than  generally  considered  necessary  to 
the  efficient  provision  of  appropriate  patient  care,  patients  may  never- 
theless desire  such  services.  It  is  not  the  committee's  view  that  if  pa- 
tients desire  unusually  expensive  service  they  should  be  denied  the  serv- 
ice. However,  it  is  unreasonable  for  medicare  or  medicaid  (which  are 
financed  by  almost  all  people  in  the  country  rather  than  the  patient  or 
community  that  wants  the  expensive  services)  to  pay  for  it. 

Similarly,  when  the  high  costs  flow  from  inefficiency  in  the  delivery 
of  needed  health  care  services  the  institution  should  not  be  shielded 
from  the  economic  consequences  of  its  inefficiency.  Health  care  institu- 
tions, like  other  entities  in  our  economy,  should  be  encouraged  to  per- 
form efficiently,  and  when  they  fail  to  do  so  should  expect  to  suffer 
the  financial  consequences.  Unfortunately,  a  reimbursement  mechanism 
that  responds  to  whatever  costs  a  particular  institution  incurs  presents 
obstacles  to  the  achievement  of  these  objectives.  It  is  believed  that  they 
can  only  be  accomplished  by  reimbursement  mechanisms  that  limit 
reimbursement  to  the  costs  that  would  be  incurred  by  a  reasonably  pru- 
dent and  cost-conscious  management. 

Present  law  provides  authority  to  disallow  incurred  costs  that  are 
not  reasonable.  However,  there  are  a  number  of  problems  that  inhibit 
effective  exercise  of  this  authority.  The  disallowance  of  costs  that  are 
substantially  out  of  line  with  those  of  comparable  providers  after  such 
costs  have  been  incurred  creates  financial  uncertainty  for  the  provider, 
since,  as  the  system  nowr  operates,  the  provider  has  no  way  of  knowing 
until  sometime  after  it  incurs  expenses  wmether  or  not  they  wall  be  in 
line  with  expenses  incurred  by  comparable  providers  in  the  same  pe- 
riod. Furthermore,  present  law  generally  limits  exercise  of  the  author- 
ity to  disallow  costs  to  instances  that  can  be  specifically  proved  on  a 
case-by-case  basis.  Clear  demonstration  of  the  specific  reason  that  a 
cost  is  high  is  generally  very  difficult.  And,  since  a  provider  cannot 
charge  a  beneficiary  more  than  the  program's  deductible  and  coinsur- 
ance amounts  for  covered  services,  exercise  of  either  type  of  authority 
can  leave  the  provider  without  reimbursement  for  some  costs  of  items 
or  services  it  has  already  incurred  for  patients  treated  some  time  ago. 
Under  these  circumstances  the  provider  would  have  to  obtain  funds 
from  some  other  source  to  make  up  for  its  deficit. 

The  proposed  new  authority  to  set  limits  on  costs  recognized  for 
certain  classes  of  providers  m  various  service  areas  differs  from 
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existing  authority  in  several  ways  and  meets  these  problems.  First,  it 
would  be  exercised  on  a  prospective,  rather  than  retrospective,  basis  so 
that  the  provider  would  know  in  advance  the  limits  to  Government 
recognition  of  incurred  costs  and  have  the  opportunity  to  act  to  avoid 
having  costs  that  are  not  reimbursable.  Second,  the  evaluation  of  the 
costs  necessary  in  delivering  covered  services  to  beneficiaries  would  be 
exercised  on  a  class  and  a  j>resumptive  basis — relatively  high  costs 
that  cannot  be  justified  by  the  provider  as  reasonable  for  the  results 
obtained  would  not  be  reimbursable — so  that  implementation  of 
the  proposed  authority  would  appear  more  feasible  than  present  au- 
thority. Third,  since  the  limits  would  be  defined  in  advance,  provision 
would  be  made  for  a  provider  to  charge  the  beneficiary  for  the  costs  of 
of  items  or  services  in  excess  of  or  more  expensive  than  those  that  are 
determined  to  be  necessary  in  the  efficient  delivery  of  needed  health 
services.  Public  notice  would  be  provided  where  such  charges  are  im- 
posed by  the  institution  and  the  beneficiary  would  be  specifically  ad- 
vised of  the  nature  and  amount  of  such  charges  prior  to  admission  so 
that  there  is  opportunity  for  the  public,  doctors,  and  their  medicare  pa- 
tients to  know  what  additional  payment  would  have  to  be  made. 

Your  committee  is  aware  of  the  magnitude  of  the  task  this  proposal 
will  impose  on  the  Social  Security  Administration  and  on  the  other 
components  of  the  Department  of  Health,  Education,  and  Welfare  that 
will  be  involved  in  implementing  the  authority  it  grants.  Difficulties 
will  be  encountered  as  a  result  of  deficiencies  in  the  adequacy  and  time- 
liness of  cost  data  and  as  a  result  of  limitations  in  current  methodology 
for  comparing  costs  of  health  care  institutions,  measuring  health  care 
output  and  estimating  the  costs  necessary  to  the  efficient  delivery  of 
health  care.  On  the  other  hand,  your  committee  does  not  believe  that 
the  Congress  should  delay  in  enacting  pro  visions  controlling  escalation 
of  hospital  and  other  health  care  costs  until  perfect  methods  of  col- 
lecting and  evaluating  cost  data  are  attained.  What  is  intended  by 
your  committee's  proposal  is  that  limits  on  recognition  of  costs  as 
reasonable  under  medicare,  medicaid,  and  the  child  health  programs  be 
put  into  effect  to  the  extent  presently  feasible  and  that  these  limits  be 
refined  and  extended  over  time  as  developing  cost  data  and  method- 
ology permits. 

Your  committee  recognizes  that  the  initial  ceilings  imposed  will  of 
necessity  be  imprecise  in  defining  the  actual  cost  of  efficiently  deliver- 
ing needed  health  care.  And  your  committee  recognizes  that  these  pro- 
visions will  apply  to  a  relatively  quite  small  number  of  institutions.  The 
data  that  is  available  for  this  purpose  will  often  be  less  than  perfectly 
reliable — for  example,  it  may  be  necessary  to  use  unaudited  cost  reports 
or  survey  or  sampling  techniques  in  estimating  the  costs  necessary  to 
the  efficient  delivery  of  care.  Under  medicare's  administrative  system, 
however,  cost  reports  prepared  by  the  providers  are  now  being  sub- 
mitted more  promptly  after  the  close  of  the  accounting  period  and 
should  be  available  for  analysis  in  the  next  year  and  for  the  estab- 
lishment of  limits  in  the  second  following  year.  Also,  the  precision  of 
the  limits  determined  from  these  data  will  vary  with  the  degree  to 
which  excessive  costs  can  be  distinguished  from  the  provision  of  higher 
quality  or  intensity  of  care. 
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For  costs  that  would  not  generally  be  expected  to  vary  with  essential 
quality  ingredients  and  intensity  of  medical  care — for  example,  the 
costs  of  the  "hotel"  services  (food  and  room  costs)  provided  by  hos- 
pitals— the  Secretary  night  set  limits  sufficiently  above  the  average 
costs  per  patient  day  previously  experienced  by  a  class  of  hospitals 
to  make  allowance  for  differing  circumstances  and  short-term  economic 
fluctuations.  Hotel  services  may  be  easiest  to  establish  limits  for  and  be 
among  the  first  for  which  work  can  be  completed.  Attention  might  be 
given  as  well  to  laundry  costs,  medical  record  costs,  and  administration 
costs  within  the  reasonably  near  future. 

Setting  limits  on  overall  costs  per  patient  day  and  specific  costs  that 
vary  with  the  quality  and  intensity  of  care  would  be  more  difficult, 
but  the  Secretary  might  be  able  to  set  reasonable  limits  sufficiently 
above  average  costs  per  patient  day  previously  experienced  by  a  class 
of  institutions  so  that  only  cases  with  extraordinary  expenses  would 
be  subject  to  any  limits.  In  addition,  special  limits  could  be  estab- 
lished on  cost  elements  found  subject  to  abuse.  For  example,  the 
Secretary  might  establish  limits  on  the  level  of  standby  costs  that 
would  be  recognized  as  reasonable  under  the  program  to  prevent  Gov- 
ernment programs  from  picking  up  the  cost  of  excessive  amounts  of 
idle  capacity — particularly  relatively  high  personnel  costs  in  relation 
to  patient  loads  where  occupancy  rates  are  low — in  reimbursing  for 
services  to  covered  patients. 

Providers  would,  of  course,  have  the  right  to  obtain  reconsideration 
of  their  classification  for  purposes  of  cost  limits  applied  to  them  and  to 
obtain  relief  from  the  effect  of  the  cost  limits  on  the  basis  of  evidence 
of  the  need  for  such  an  exception. 

Providers  will  be  permitted  to  collect  costs  in  excess  of  the  medicare 
ceilings  from  the  beneficiary  (except  in  the  case  of  admission  by  a 
physician  who  has  a  direct  or  indirect  financial  interest  in  a  facility) 
where  these  costs  flow  from  items  or  services  in  excess  of  or  more  ex- 
pensive than  those  necessary  for  the  effective  delivery  of  needed  serv- 
ices, provided  all  patients  are  so  charged  and  the  beneficiary  is  in- 
formed of  his  liability  in  advance.  Information  on  additional  charges 
assessed  would  also  be  made  available  generally  in  the  community. 

The  determination  of  the  cost  of  the  excess  items  or  services  for 
which  the  beneficiary  may  be  charged  will  be  determined  on  the  basis 
of  costs  previously  experienced  by  the  provider.  For  example,  if  costs 
for  food  services  experienced  in  1969  among  a  group  of  hospitals  in  an 
area  ranged  from  $4  to  $9  a  day  with  a  median  cost  of  $5  a  day  and 
the  limit  for  food  services  set  by  the  Secretary  for  1971  was  $7.20 
a  day,  the  hospital  previously  experiencing  costs  of  $9  a  day  could 
charge  patients  $1.80  a  day  for  food  services.  However,  should  total 
reimbursement  for  covered  services  from  the  program  plus  charg-es 
billed  for  such  services  exceed  actual  costs  in  any  year,  the  excess  will 
be  deducted  from  payments  to  the  provider.  Thus,  the  provider  would 
not  profit  from  charges  to  beneficiaries  based  on  excess  costs  in  the  prior 
year. 

In  addition  it  should  be  noted  that  the  fact  that  a  provider's  costs 
are  below  the  ceilings  established  under  this  provision  will  not  exempt 
it  from  application  of  the  ceiling  of  customary  charges  where  such 
charges  are  less  than  cost  under  another  provision  in  the  committee  bill. 
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These  provisions  would  be  effective  with  respect  to  accounting  peri- 
ods beginning  after  the  enactment  of  the  bill. 

(d)  Limits  on  prevailing  charge  levels. — Under  present  administra- 
tive policies  under  medicare,  the  prevailing  limit  on  the  reasonable 
charge  for  a  service  is  intended,  over  the  long  run,  to  be  generally 
about  the  83d  percentile  of  customary  charges  for  that  service  in  the 
physician's  locality.  To  illustrate,  if  customary  charges  for  an  appen- 
dectomy in  a  locality  were  at  five  levels,  with  10  percent  of  the  services 
rendered  by  physicians  whose  customary  charge  was  $150,  40  percent 
rendered  by  physicians  who  charge  $200,  40  percent  rendered  by 
physicians  who  charge  $250  and  5  percent  rendered  by  physicians  who 
charge  $300  and  with  the  remaining  5  percent  rendered  by  physicians 
charging  in  excess  of  $300,  the  prevailing  limit  would  be  $250,  since 
this  is  the  level  that  would  cover  at  least  83  percent  of  the  cases.  How- 
ever, if  15  percent,  rather  than  5  percent,  of  the  services  were  rendered 
by  physicians  whose  customary  charge  was  at  the  $300  level  with  5 
percent  charging  above  that  level,  the  prevailing  charge  limit  would 
be  $300,  since  this  would  then  be  the  level  that  would  cover  at  least 
83  percent  of  the  cases. 

Customary  charges  for  services  that  are  within  the  prevailing  fee 
limit  are  generally  recognized  in  full.  (In  a  relatively  small  number  of 
situations  additional  rules  are  used  to  judge  the  reasonableness  of 
charges.) 

Your  committee  believes  that  it  is  necessary  to  move  in  the  direction 
of  an  approach  to  reasonable  charge  reimbursement  that  ties  recogni- 
tion of  fee  increases  to  appropriate  economic  indexes  so  that  the  pro- 
gram will  not  merely  recognize  whatever  increases  in  charges  are  estab- 
lished in  a  locality  but  would  limit  recognition  of  charge  increases  to 
rates  that  economic  data  indicate  would  be  fair  to  all  concerned. 

Under  your  committee's  bill,  the  prevailing  charges  recognized  for 
a  locality  could  be  increased  in  fiscal  year  1972  and  in  later  years  only 
to  the  extent  justified  by  indexes  reflecting  changes  in  the  operating  ex- 
penses of  physicians  and  in  earnings  levels.  What  the  bill  provides  is  a 
limit  on  the  increases  that  would  be  recognized  on  the  basis  of  the  other 
reasonable  charge  criteria.  Increases  in  the  customary  charges  of  in- 
dividual physicians  and  in  the  charges  prevailing  among  physicians  in 
a  locality  would  continue  to  be  recognized  only  on  the  basis  of  adequate 
evidence  that  such  increases  had  been  in  effect  for  a  period  of  time.  The 
new  ceiling  on  recognition  of  increases  in  prevailing  charge  limits  that 
is  provided  would  come  into  play  only  when  the  adjustments  necessary 
to  meet  increases  in  the  actual  charges  prevailing  in  a  locality  ex- 
ceeded, in  the  aggregate,  the  level  of  increase  justified  by  other  changes 
in  the  economy. 

The  Secretary  would  establish  the  statistical  methods  that  would  be 
used  to  make  the  calculations  to  establish  the  limit  on  the  increases 
allowed  by  this  provision. 

The  base  for  the  proposed  economic  indexes  would  be  calendar  year 
1969.  The  increase  in  the  indexes  that  occurs  in  a  succeeding  calendar 
year  would  constitute  the  maximum  allowable  aggregate  increase  in 
prevailing  charges  above  the  original  base  that  would  be  recognized  in 
the  fiscal  year  beginning  after  the  end  of  that  calendar  year. 
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Initially,  the  Secretary  would  be  expected  to  base  the  ceilings  for 
recognition  of  increases  in  prevailing  fee  limits  on  presently  available 
indexes  of  changes  in  consumer  prices  and  earnings  combined  in  a  man- 
ner consistent  with  available  data  on  the  ratio  of  the  expenses  of  prac- 
tice to  income  from  practice  occurring  among  self-employed  physicians 
as  a  group.  If?  for  example,  available  data  indicated  that  for  self- 
employed  physicians  as  a  group,  expenses  of  practice  absorbed  approxi- 
mately 40  percent  of  gross  receipts  of  practice  (the  proportion  indicated 
for  1966  by  data  compiled  by  IRS  from  tax  returns),  the  Secretary 
could  determine  that  the  maximum  aggregate  increase  in  prevailing 
charge  levels  that  could  be  recognized  in  a  carrier  area  would  be  40  per- 
cent of  the  area  increase  in  the  BLS  Consumer  Price  Index  (all  items 
less  medical  care)  plus  60  percent  of  the  area  increase  in  the  earnings 
reported  to  the  social  security  program.  The  increase  in  the  BLS  Con- 
sumer Price  Index  (which  includes  a  service  component  and  other 
prices  reflecting,  to  some  degree,  office  salaries  paid  by  physicians) 
would  be  considered  to  indicate  the  justifiable  increase  in  fees  to  take 
account  of  increases  in  costs  met  by  the  physician  in  his  practice  and 
the  increase  in  earnings  would  be  considered  to  indicate  the  justifiable 
increase  in  fees  to  keep  the  physician's  earnings  in  line  with  the  earn- 
ings of  others.  Thus,  if  during  calendar  year  1970  the  area  increase  in 
prices  was  3  percent  and  the  area  increase  in  earnings  was  5  percent,  the 
allowable  aggregate  increase  in  prevailing  charges  recognized  by  the 
carrier  in  each  locality  during  fiscal  year  1972  would  be  4.2  percent : 

(.40X.03)  +  (.60X.05)  =  .042 

The  carrier  would  apply  the  prevailing  charge  criteria  now  in  the 
law  (but  setting  the  prevailing  charge  limit  at  the  75th  percentile  of 
customary  charges  rather  than  at  the  83d  percentile  permitted  under 
present  policies)  to  data  on  charges  in  calendar  year  1970  to  determine 
the  increases  in  prevailing  charges  that  it  would  be  appropriate  to 
recognize  during  fiscal  year  1972.  In  the  illustration  cited  earlier,  where 
20  percent  of  appendectomies  in  a  locality  were  rendered  by  physicians 
who  customarily  charged  $300  or  more  and  80  percent  of  such  services 
were  rendered  by  physicians  customarily  charging  at  or  below  $250, 
the  prevailing  charge  level  for  that  service  would  be  $250  (the  level 
that  would  cover  at  least  75  percent  of  the  cases) ,  rather  than  the  pre- 
vailing charge  level  of  $300  (the  level  that  would  cover  at  least  83 
percent  of  the  cases)  that  would  be  set  under  present  policies.  If  the 
aggregate  increase  in  prevailing  charges  so  determined  was  less  than 
4.2  percent,  the  adjustments'  would  be  permitted  and  the  portion  of  the 
allowable  aggregate  increase  not  used  in  that  fiscal  year  could  be  car- 
ried forward  and  used  in  future  fiscal  years.  However,  if  the  aggregate 
increase  in  prevailing  charges  found  otherwise  appropriate  exceeded 
4.2  percent,  such  increases  would  be  reduced  to  the  extent  necessary  to 
bring  the  aggregate  of  all  increases  within  the  4.2  ceiling — that  is,  if 
the  new  prevailing  charge  limits  that  were  indicated  for  fiscal  year 
1972  by  the  75th  percentile  of  calendar  year  1970  charges  multiplied 
by  the  frequency  of  the  related  services  in  calendar  year  1970  exceeded, 
in  total,  the  prevailing  charge  limits  indicated  for  fiscal  year  1971  by 
the  75th  percentile  of  calendar  1969  charges  multiplied  by  the  fre- 
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quency  of  the  related  services  in  calendar  1969  by  8.4  percent,  then  each 
of  the  prevailing  charge  increases  indicated  for  fiscal  year  1972  by  the 
75th  percentile  of  calendar  year  1970  charges  would  be  reduced  by 
one-half  so  that  the  aggregate  increase  allowed  would  be  within  the 
4.2  ceiling. 

It  is,  of  course,  contemplated  under  the  bill  that  the  Secretary  would 
use,  both  initially  and  over  the  long  run,  the  most  refined  indexes  that 
can  be  developed.  However,  your  committee  believes  that  the  viability 
of  the  proposal  does  not  depend  on  a  great  deal  of  further  refinement. 
The  objectives  of  the  proposal  could  be  attained  with  equity  through 
the  use  of  an  approach  such  as  that  described  above.  This  is  so  because 
the  indexes  are  not  to  be  applied  on  a  procedure-by-procedure  basis 
that  would  raise  serious  questions  of  equity  in  absence  of  refinements  to 
take  account  of  variations  in  the  mix  of  factors  of  production  among 
various  types  of  medical  services  and  to  take  account  of  changes  in 
productivity  with  respect  to  various  services.  Rather,  the  indexes  will 
operate  as  overall  ceilings  on  prevailing  fee  level  increases  recognized 
in  a  carrier  area  under  which  adjustments  permitted  by  the  present 
customary  and  prevailing  charge  criteria  could  be  made  to  take  account 
of  the  shifting  patterns  and  levels  of  actual  charges  in  each  locality. 
Thus,  whether  the  new  limit  on  prevailing  charges  will  actually  affect 
the  determination  of  reasonable  charges  depends  on  the  degree  to 
which  physicians'  fees  rise  in  the  future.  If  the  rise  in  fees  in  the  ag- 
gregate was  no  more  than  the  rise  in  prices  and  earnings,  the  rise  in 
fees  would  be  allowed  in  full. 

Your  committee  believes  it  desirable  to  provide  the  Secretary  with 
appropriate  leadtime  for  implementation  of  the  proposed  ceilings  on 
recognition  of  prevailing  charge  increases  and  to  provide  a  conserva- 
tive base  for  its  application.  For  this  reason,  the  committee  bill  in- 
cludes an  interim  provision  for  fiscal  year  1971  requiring,  in  effect,  an 
extension  of  present  policies  to  contain  program  costs  that  would  be 
somewhat  more  restrictive  than  those  presently  anticipated.  Under  this 
interim  provision  the  medical  charge  levels  currently  recognized  as 
prevailing  in  a  locality  could  be  increased  during  fiscal  vear  1971  only 
to  the  extent  found  necessary,  on  the  basis  of  statistical  data  and 
methodology  acceptable  to  the  Secretary,  to  bring  the  charge  levels 
recognized  as  prevailing  in  a  locality  to  the  75th  percentile  of  the  cus- 
tomary charges  (weighted  by  frequency  rendered)  made  for  similar 
services  in  the  same  locality  during  calendar  year  1969.  However,  if 
currently  allowed  charges  exceed  this  75th  percentile,  no  decrease  in 
charges  would  be  required  by  the  new  legislation.  And,  as  noted  earlier, 
the  prevailing  charges  calculated  as  representing  the  75th  percentile  in 
calendar  year  1969  will  establish  the  base  from  which  the  rate  increase 
in  prevailing  charge  levels  will  be  measured.  The  economic  index  that 
would  go  into  effect  starting  with  fiscal  year  197 2  would  be  applied  to 
this  base  to  establish  limits  in  future  years. 

While  tying  the  allowability  of  future  increases  in  prevailing  charges 
to  general  economic  indicators  is  an  appropriate  method  for  reasonable 
charge  determinations  with  respect  to  the  services  of  physicians,  your 
committee  believes  it  would  be  inappropriate  for  reasonable  charge 
determinations  with  respect  to  medical  supplies,  equipment,  and  serv- 
ices that  do  not  generally  vary  in  quality  f  mm  one  supplier  to  another. 
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This  is  so  because  no  program  purpose  would  be  served  by  allowing 
charges  in  excess  of  the  lowest  levels  at  which  supplies,  equipment,  or 
services  can  be  readily  obtained  in  a  locality.  For  this  reason,  the  com- 
mittee bill  permits  deviation  from  generally  applicable  reasonable 
charge  criteria  where  it  is  determined  that  medical  supplies,  equip- 
ment, and  services  do  not  generally  vary  in  quality  from  one  supplier 
to  another. 

The  effect  of  the  new  limits  established  under  this  provision  would 
be  extended  to  the  medicaid  and  child  health  programs  by  providing 
that  payments  under  these  programs  in  fiscal  year  1971  and  thereafter 
may  not  be  made  with  respect  to  any  amount  paid  for  items  and  services 
that  exceeds  these  new  limits.  This  would  be  consistent  with  the  situa- 
tion in  the  present  medicaid  program. 

The  medicaid  provisions  of  the  Social  Security  Amendments  of  1965 
contained  nothing  which  attempted  to  limit  the  charges  by  physicians 
that  States  could  pay  under  their  medicaid  programs.  States  could  and 
usually  did  set  some  type  of  limits  of  their  own,  typically  much  less 
than  usual  or  customary  charges.  The  Social  Security  Amendments  of 
1967  added  a  new  medicaid  provision  which  required  that  a  State  plan 
must  provide  assurances  that  "payments  (including  payment  for  any 
drugs  under  the  plan)  are  not  in  excess  of  reasonable  charges  consistent 
with  efficiency,  economy,  and  quality  of  care.''  On  June  30, 1969,  HEW 
issued  an  interim  regulation  which  limited  fees  paid  to  physicians,  den- 
tists, and  other  individual  providers  of  medical  services  under  medic- 
aid. The  HEW  regulation  stipulated  that  payments  to  providers  would 
be  limited  to  those  received  in  January  1969,  unless  payments  were 
below  the  75th  percentile  of  customary  charges.  States  whose  payment 
structures  provided  fees  above  the  75th  percentile  of  customary  charges 
were  required  to  adjust  their  payments  so  that  they  did  not  exceed  rea- 
sonable charges  as  determined  under  medicare.  The  regulation  also  stip- 
ulates that  after  July  1, 1970,  States  may  request  permission  to  increase 
fees  paid  to  individual  practitioners  only  if  two  conditions  are  met : 

(1)  The  average  percentage  increase  requested  above  the  75th  per- 
centile of  customary  charges  on  January  1,  1969,  may  not  exceed  the 
percentage  increase  in  the  all-services  component  of  the  Consumer 
Price  Index  (adjusted  to  exclude  the  medical  component)  or  an 
alternative  designed  by  the  Secretary;  and 

(2)  Evidence  is  clear  that  providers  and  the  States  have  coopera- 
tively established  effective  utilization  review  and  quality  control 
systems. 

The  proposed  amendment  is  substantially  along  the  lines  of  the 
present  regulation. 

(e)  Establishment  of  incentives  for  States  to  emphasize  outpatient 
care  under  medicaid  programs. — Your  committee  has  been  concerned 
that  ways  be  developed  to  improve  the  utilization  of  services  under  the 
medicaid  program  and  to  encourage  more  effective  and  lower  cost  pat- 
terns of  service.  The  present  law  has  a  uniform  Federal  matching  per- 
centage applied  to  all  forms  of  health  services  covered  under  the  State 
medicaid  plan.  In  order  to  encourage  States  to  make  more  efficient  use 
of  health  services,  your  committee's  bill  would  create  incentives  to 
encourage  outpatient  services  and  disincentives  for  long  stays  in  insti- 
tutional settings.  Specifically,  the  bill  would  provide  for:  (1)  an 
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increase  in  the  Federal  matching  percentage  by  25  percent  for  out- 
patient hospital  services,  clinic  services  and  home  health  services ;  (2)  a 
decrease  in  the  Federal  percentage  by  one-third  after  the  first  60  days 
of  care  (in  a  fiscal  year)  in  a  general  or  TB  hospital ;  (3)  a  reduction  in 
the  Federal  percentage  by  one-third  after  the  first  90  days  of  care 
in  a  skilled  nursing  home;  (4)  a  decrease  in  Federal  matching  by  one- 
third  after  90  days  of  care  in  a  mental  hospital  and  provision  for  no 
Federal  matching  after  an  additional  275  days  of  such  care  during  an 
individual's  lifetime;  and  (5)  authority  for  the  Secretary  to  compute 
a  reasonable  cost  differential  for  reimbursement  purposes  between 
skilled  nursing  homes  and  intermediate  care  facilities. 

These  changes  would  be  effective  with  respect  to  services,  furnished 
after  January  1, 1971. 

The  proposal  to  increase  the  Federal  matching  for  outpatient,  clinic, 
and  home  health  services  is  directed  at  encouraging  the  States  to  pro- 
vide early  diagnosis  and  treatment  of  illness,  preventive  services, 
and  alternatives  to  institutional  care  intended  to  reduce  the  need  for 
and  use  of  inpatient  services. 

The  proposed  limitations  on  length  of  stay  in  mental  institutions  re- 
flect the  assumption  that  medical  treatment  of  mental  disease  inpa- 
tients generally  does  not  exceed  three  months,  and  for  patients  over 
65  rarely  continues  beyond  a  year. 

The  limitations  on  care  in  general  and  TB  hospitals  are  designed 
to  encourage  transfer  of  patients  to  less  expensive  facilities.  They  re- 
flect the  assumption  that  treatment  in  acute  institutions  is  generally  of 
short  duration,  rarely  exceeding  60  days. 

The  reduction  in  matching  for  skilled  nursing  homes  is  directed  to- 
ward early  transfer  of  patients  to  alternative  facilities  (such  as  inter- 
mediate care  facilities),  and  the  provision  granting  authority  to  the 
Secretary  to  compute  for  reimbursement  purposes  a  reasonable  cost 
differential  between  cost  of  skilled  nursing  home  services  and  cost  of 
intermediate  care  facilities  is  designed  to  assure  that  supporting  care 
in  these  alternate  institutions  results  in  decreased  costs.  These  pro- 
visions reflect  the  concern  that  many  patients  remain  in  skilled  nursing 
homes  longer  than  necessary  and  that  as  a  result  program  costs  are 
unnecessarily  increasing. 

The  bill  would  also  make  clear  in  the  present  statute  that  an  inter- 
mediate care  facility  shall  not  include  an  institution  for  mental  diseases 
or  mental  defects. 

(/)  Payment  for  physician's  services  in  the  teaching  setting. — 
When  medicare  was  enacted,  the  general  expectation  was  that  physi- 
cians' services  to  patients  (but  not  intern  or  resident  services)  would 
generally  be  paid  for  on  a  fee-for-service  basis.  However,  the  issue  of 
how  medicare  should  reimburse  for  the  services  of  a  physician  when 
lie  supervised  interns  and  residents  in  the  care  of  patients  was  not 
specifically  detailed.  Nevertheless,  it  was  clear  that  charges  paid  for  a 
physician's  services  under  medicare  should  be  reasonable  in  terms  of 
both  the  patient  care  services  that  a  particular  physician  provided  as 
well  as  the  charges  made  for  similar  services  to  other  patients — that  is, 
if  a  physician  merely  took  legal  responsibility  for  care,  no  fee  for 
service  was  intended  to  be  paid.  Or,  if  the  physician  performed  the 
services  differently  than  is  usually  done  when  a  patient  engages  his 
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own  private  physician,  the  differences  were  to  be  reflected  in  the  charge 
paid  by  medicare. 

Under  present  law,  hospitals  are  reimbursed  under  the  hospital  in- 
surance part  (part  A)  of  the  medicare  program  for  the  costs  they 
incur  in  compensating  physicians  for  teaching  and  supervisory  ac- 
tivities and  in  paying  the  salaries  of  residents  and  interns.  In  addition, 
reasonable  charges  are  paid  under  the  medical  insurance  program 
(part  B)  for  teaching  physicians'  services  to  patients. 

There  is  a  wide  variety  of  teaching  arrangements.  At  one  extreme 
there  is  the  large  teaching  hospital  with  an  almost  exclusively  charity 
clientele  in  which  the  treatment  of  medicare  beneficiaries  may,  in  fact, 
though  not  in  law,  be  turned  over  to  the  house  staff;  in  such  hospitals 
many  teaching  physicians  have  had  the  roles  exclusively  of  teachers 
and  supervisors  and  have  not  acted  as  any  one  patient's  physician. 
Since  in  these  cases  the  services  of  the  teaching  physicians  are  pri- 
marily for  the  benefit  of  the  hospital  teaching  program  and  hospital 
administration  rather  than  being  focused  on  the  relationship  between 
doctor  and  patient,  the  services  of  these  physicians  should  be  reim- 
bursed as  a  hospital  cost  rather  than  on  a  f  ee-f  or-service  basis  under  the 
supplementary  medical  insurance  program. 

At  the  other  extreme,  there  is  the  community  hospital  with  a  resi- 
dency program  which  relies  in  large  part  for  teaching  purposes  on 
the  private  patients  of  teaching  physicians  whose  primary  activities 
are  in  private  practice.  The  private  patients  contract  for  the  services 
of  the  physician  whom  they  expect  to  pay  and  on  whom  they  rely  to 
provide  all  needed  services.  The  resident  or  intern  normally  acts  as 
a  subordinate  to  the  attending  physician,  and  the  attending  physician 
personally  renders  the  major  identifiable  portion  of  the  care  and  di- 
rects in  detail  the  totality  of  the  care.  Moreover,  there  are  teaching 
hospitals  in  which  a  teaching  physician  may  be  responsible  both  for 
private  patients  whom  he  has  admitted  and  for  patients  who  have 
presented  themselves  to  the  hospital  for  treatment  at  no  cost  and  who 
have  been  assigned  by  the  hospital  to  his  care. 

It  has  proved  to  be  difficult  to  achieve  effective  and  uniform  applica- 
tion of  present  policies  to  the  large  number  of  widely  varying  teaching 
settings.  In  some  cases,  charges  have  been  billed  and  paid  for  services 
rendered  in  teaching  hospitals  which  clearly  did  not  involve  any  degree 
of  teaching  physician  participation.  In  some  cases  charges  were  billed 
for  the  services  that  residents  and  interns  rendered  in  every  case  where 
a  supervising  physician  had  overall  responsibility  for  their  actions, 
even  though  he  may  not  actually  have  become  involved  in  the  patient's 
care.  In  other  cases,  charges  for  covered  services  were  billed  in  amounts 
that  were  out  of  all  proportion  to  the  covered  service  or  the  charges 
billed  to  other  patients.  Early  in  1969,  onsite  audits  at  a  large  mid- 
western  county  hospital  staffed  with  many  interns  and  residents  dis- 
closed a  substantial  overpayment.  (The  overpayment  was  later  deter- 
mined to  be  over  $1  million — repayment  is  now  being  made.)  It  was 
also  clear  that  the  same  problem  existed  in  a  number  of  other  large 
hospitals  and,  in  April  1969,  instructions  were  issued  by  HEW  to  am- 
plify and  clarify  the  original  regulations  by  spelling  out  in  consider- 
able detail  the  conditions  under  which  medicare  can  recognize  a  charge 
for  services  to  patients  whose  care  involved  residents  and  interns. 
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When  onsite  review  and  other  information  had  indicated  a  widespread 
misunderstanding  over  the  billing  requirements,  HEW  asked  carriers 
in  June  196&  to  suspend  payment  for  services  rendered  to  teaching  pa- 
tients in  all  major  teaching  institutions  where  the  carrier  was  not  as- 
sured that  the  payments  it  was  making  were  proper.  The  suspensions 
were  temporary  and  intended  to  last  only  so  long  as  carriers  had  time 
to  investigate  and  review  any  major  billing  discrepancies.  In  all,  about 
240  hospitals  have  been  suspended,  of  which  about  200  have  been 
reinstated. 

In  the  meantime,  the  Social  Security  Administration  has  under- 
taken a  program  of  reviewing  cases  in  the  larger  teaching  hospitals 
which  have  primarily  a  service  clientele  to  determine  the  extent  to 
which  the  payments  made  to  the  physicians  (or  to  billing  organizations 
on  their  behalf)  were  not  in  accord  with  the  law  and  regulations.  Large 
overpayments  have  been  discovered.  In  each  situation  the  Social  Se- 
curity Administration  is  discussing  the  matter  with  the  appropriate 
individuals  who  will  be  responsible  for  liquidating  what  it  believes  to 
be  a  fairly  large  indebtedness  with  the  objective  of,  first  determining 
the  overpayment  and  second,  making  arrangements  for  repayment. 
Difficulties  have  been  encountered  in  recouping  the  large  overpayments 
involved  in  these  cases — typically  running  into  hundreds  of  thousands 
of  dollars. 

Your  committee  does  not  question  the  appropriateness  of  fee-for- 
service  payment  for  physicians'  services  in  the  typical  community 
hospital  and  other  teaching  settings  where  patients  are  expected  to  pay 
fees  for  these  services.  For  example,  payment  for  the  services  a  com- 
munity physician  provides  to  his  private  patient  is  clearly  in  accord 
with  the  usual  practices  of  other  health  insurance  programs  and  pa- 
tients who  pay  their  bills  out  of  pocket. 

On  the  other  hand,  in  the  case  of  all  the  ward  or  other  accommoda- 
tions in  many  large  hospitals  and  the  service  wards  of  other  teaching 
institutions  where  patients  are  not  expected  to  pay  any  fees  for  physi- 
cians' services  or  only  reduced  fees  are  normally  paid,  the  payment  of 
full  charges  represents  an  expense  to  the  program  that  is  not  necessary 
to  give  medicare  patients  access  to  the  care  they  receive.  Also,  the  pay- 
ments tend  to  support  the  maintenance  of  two  classes  of  patients  in 
some  cases. 

Therefore,  the  committee's  bill  would  change  the  basis  of  reimburse- 
ment for  teaching  physicians'  services  from  a  fee-for-service  basis  to  a 
cost-reimbursement  basis  where  the  services  are  furnished  in  a  setting 
in  which  any  one  of  the  following  circumstances  exist:  (1)  the  non- 
medicare  patients  are  not  required  to  pay  the  reasonable  charges  for 
physicians'  services  even  when  they  have  private  insurance  or  are 
otherwise  able  to  pay  for  such  services;  or  (2)  medicare  patients  are 
not  required  to  pay  any  charges  for  physicians'  services;  or  (3)  medi- 
care patients  are  required  to  pay  reasonable  charges  for  physicians' 
services  but  payment  of  deductible  and  coinsurance  amounts  applica- 
ble to  such  services  is  not  generally  obtained  from  them  or  on  their  be- 
half. In  determining  whether  these  requirements  are  met,  the  arrange- 
ments under  which  the  services  are  provided  will  be  taken  into  account. 
For  example,  if  patients  in  wards  are  charged  or  pay  less  than  do  pa- 
tients in  semi-private  accommodations  the  determination  of  whether 
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medicare  will  pay  cost  or  charges  might  be  made  separately  by  accom- 
modation. If  the  charge  is  different  when  made  by  a  physician  during 
hours  when  he  is  donating  his  time  than  when  he  is  treating  his  own 
private  patients,  that  might  be  a  basis  for  establishing  whether  cost  or 
charges  will  be  paid.  If  charges  are  paid  by  medicare,  the  amount 
paid  will  have  to  be  set  so  that  it  is  reasonable  for  the  patient-care 
service  rendered  by  physicians  normally  billing  on  a  fee-for-service 
basis.  In  some  cases  hospitals  that  normally  do  not  bill  for  physician 
services  have  special  centers,  such  as  a  center  for  severly  burned  peo- 
ple, where  patients  able  to  pay  are  regularly  admitted  and  pay  charges. 
Medicare  would  follow  the  pattern  of  the  private  patient  in  such 
centers. 

The  Secretary  would  establish  regulations  under  which  the  patient's 
ability  to  pay  would  be  determined.  The  hospital's  rules,  which  might 
be  self-serving,  would  not  be  used.  Your  committee  expects  that  the 
Secretary  would  test  ability  to  pay  by  using  the  maximum  income 
levels  for  a  family  for  which  Federal  matching  is  available  under  the 
medicaid  program.  Under  section  1903(f)  of  the  medicaid  law  the 
maximum  family  income  limits  for  Federal  matching  purposes  are 
set  at  l!/3  times  the  highest  amount  ordinarily  paid  to  a  family  without 
other  income  under  the  aid  to  families  with  dependent  children 
program. 

To  assure  equitable  payment,  and  no  loss  to  the  hospital  on  services 
to  medicare  patients,  where  the  proposed  cost-reimbursement  approach 
is  applicable,  your  committee's  bill  would  exempt  the  payments  from 
the  deductible  and  coinsurance  provisions.  Institutions  ordinarily  can- 
not collect  these  copay  amounts  from  the  patients  in  question.  The 
elimination  of  the  patient's  liability  would  also  substantially  simplify 
billing. 

Your  committee's  bill  would  also  amend  the  law  so  that  a  hospital 
could  include  costs  that  medical  schools,  public  health  departments, 
and  other  medical  service  organizations  incur  in  paving  physicians  to 
provide  patient  care  services  to  medicare  patients  in  the  hospital.  Your 
committee's  bill  would  also  permit  including  in  a  hospital's  costs  for 
purposes  of  part,  the  reasonable  cost  to  a  medical  school  of  providing 
services  to  the  hospital  which,  if  provided  by  the  hospital,  would  have 
been  covered  under  Part  A.  The  hospital  would  be  required  to  pay 
to  the  medical  school  the  reasonable  cost  of  the  services  of  such 
physicians. 

It  is  anticipated  that  when  the  reimbursement  for  the  services  of 
teaching  physicians  is  on  the  basis  of  100  percent  of  reasonable  costs 
(with  no  cost-sharing  payments  required  from  the  beneficiaries),  the 
fiscal  intermediary  of  the  particular  hospital  would  make  the  required 
benefit-cost  determinations  and  would  initially  provide  the  resulting 
reimbursement  to  the  hospital.  Such  reimbursement,  although  a  liabil- 
ity of  the  supplementary  medical  inusrance  trust  fund,  would  be  ini- 
tially paid  from  the  hospital  insurance  trust  fund  ( along  with  the  other 
reimbursement  payments  made  on  an  interim  basis  by  the  intermediary 
to  the  hospital).  From  time  to  time  throughout  the  year,  approximate 
adjustments  (determined  by  actuarial  techniques)  would  be  made  on 
an  aggregate  basis  between  the  two  trust  funds,  such  adjustments  re- 
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fleeting  the  amounts  which  the  hospital  insurance  trust  fund  paid  and, 
accordingly,  should  be  currently  reimbursed  by  the  supplementary 
medical  insurance  trust  fund  (so  that  there  is  no  loss  of  interest  by  the 
former  trust  fund,  at  the  expense  of  the  latter  trust  fund) .  Final  settle- 
ments of  the  respective  liabilities  of  the  two  trust  funds  (taking  into 
account  the  current  adjustments  previously  mentioned  and  their  tim- 
ing) would  be  made  on  the  basis  of  the  annual  audited  cost  findings 
required  in  connection  with  hospital  reimbursement. 

The  provisions  would  be  effective  with  respect  to  bills  submitted 
after  the  date  of  enactment  (accounting  periods  after  the  date  of 
enactment  in  the  case  of  reasonable  cost  determinations) . 

(g)  Authority  of  Secretary  to  terminate  payments  to  suppliers  of 
services. — Present  law  does  not  provide  authority  for  the  Secretary 
to  withhold  future  payments  for  services  furnished  by  an  institutional 
provider  of  services,  a  physician,  or  any  other  supplier  who  either 
abuses  the  program  or  endangers  the  health  of  beneficiaries,  although 
payment  for  past  or  current  claims  may  be  withheld  on  an  individual 
basis  where  the  services  are  not  reasonable  or  necessary  for  treatment 
of  illness  or  injury  or  where  the  supplier  fails  to  provide  the  necessary 
payment  information. 

Your  committee  believes  it  important  to  protect  the  medicare,  medic- 
aid, and  maternal  and  child  health  programs  and  their  beneficiaries 
from  those  suppliers  of  services  who  have  made  a  practice  of  furnish- 
ing inferior  or  harmful  supplies  or  services,  engaging  in  fraudulent 
activities,  or  consistently  overcharging  for  their  services.  Such  pro- 
tection is  not  now  provided  under  the  law.  For  example,  if  a  physician 
is  found  guilty  of  fraud  in  connection  with  the  furnishing  of  services 
to  a  medicare  beneficiary,  there  is  no  authority  under  present  law  to 
bar  payment  on  his  subsequent  claims  so  long  as  the  physician  remains 
legally  authorized  to  practice.  States  can,  and  some  do,  bar  from  medic- 
aid providers  who  abuse  the  program,  but  they  are  not  now  required  to 
do  so. 

Under  your  committee's  bill,  the  Secretary  would  be  given  authority 
to  terminate  or  suspend  payments  under  the  medicare  program  for 
services  rendered  by  any  supplier  of  health  and  medical  services  found 
to  be  guilty  of  program  abuses.  The  Secretary  would  make  the  names 
of  such  persons  or  organizations  public  so  that  beneficiaries  would  be 
informed  about  which  suppliers  cannot  participate  in  the  program. 
The  situations  for  which  termination  of  payment  could  be  made 
include  overcharging,  furnishing  excessive,  inferior,  or  harmful  serv- 
ices, or  making  a  false  statement  to  obtain  payment.  Also,  there  would 
be  no  Federal  financial  participation  in  any  expenditure  under  the 
medicaid  and  maternal  and  child  health  programs  by  the  State  with 
respect  to  services  furnished  by  a  supplier  to  whom  the  Secretary 
would  not  make  medicare  payments  under  this  provision  of  the  bill. 

Program  review  teams  would  be  established  in  each  State  by  the  Sec- 
retary, following  consultation  with  groups  representing  consumers  of 
health  services,  State  and  local  professional  societies,  and  the  appro- 
priate intermediaries  and  carriers  utilized  in  the  administration  of 
title  XVIII  benefits.  Both  the  professional  and  the  nonprofessional 
members  of  the  program  review  teams  would  be  responsible  for 
reviewing  and  reporting  on  statistical  data  on  program  utilization 
(which  the  Secretary  would  periodically  provide).  In  addition,  the 
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entire  program  review  team  would  review  cases  involving  over- 
charging; however,  only  the  professional  members  of  the  program 
review  teams  would  review  cases  involving  the  furnishing  of  excessive, 
inferior,  or  harmful  services  in  order  to  assure  that  only  professionals 
will  review  other  professionals  under  this  provision. 

It  is  not  expected  that  any  large  number  of  suppliers  of  health  serv- 
ices will  be  suspended  from  the  medicare  program  because  of  abuse. 
However,  the  existence  of  the  authority  and  its  use  in  even  a  relatively 
few  cases  is  expected  to  provide  a  substantial  deterrent. 

The  provisions  relating  to  title  XVIII  would  be  effective  with  respect 
to  determinations  made  by  the  Secretary  after  enactment  of  the  bill. 
The  provisions  relating  to  titles  V  and  XIX  would  be  effective  with 
respect  to  items  or  services  furnished  after  June  30,  1970. 

Any  person  or  organization  dissatisfied  with  the  Secretary's  decision 
to  terminate  payments  would  be  entitled  to  a  hearing  by  the  Secretary 
and  to  judicial  review  of  the  Secretary's  final  decision. 

It  is  not  intended  that  this  provision  would  in  any  way  change  the 
Secretary's  present  right  to  withhold  payment  where  necessary  pay- 
ment information  is  not  provided.  Nor  would  the  supplier  of  services 
be  entitled  to  a  hearing  or  judicial  review  with  respect  to  payments 
Avithheld  under  such  existing  authority. 

These  provisions  would  be  effective  upon  enactment  of  the  bill. 

(h)  Elimination  of  requirement  that  States  move  toward  compre- 
hensive medicaid  prog  rains. — Section  1903(e)  of  the  medicaid  statute 
requires  that  each  State  make  "a  satisfactory  showing  that  it  is  making 
efforts  in  the  direction  of  broadening  the  scope  of  the  care  and  services 
made  available  under  the  plan  and  in  the  direction  of  liberalizing  the 
eligibility  requirements  for  medical  assistance."  Under  an  amendment 
adopted  by  the  Congress  in  1969  (Public  Law  91-36,  enacted  August  9, 
1969),  the  operation  of  this  provision  was  suspended  for  two  years, 
until  July  1, 1971,  and  the  date  by  which  the  States  were  to  have  com- 
prehensive medicaid  programs  (applying  to  everyone  who  meets  their 
eligibility  standards  with  respect  to  income  and  resources)  was  changed 
from  1975  to  1977. 

Your  committee  has  been  concerned  with  the  burden  of  the  medicaid 
program  on  State  finances.  For  example,  one  State  recently  cut  back 
on  money  going  to  medical  schools  in  order  to  finance  unexpected  in- 
creases in  the  cost  of  medicaid.  There  is  evidence  that  States  have 
moved  more  rapidly  in  the  direction  of  expanding  their  medicaid  pro- 
grams, and  consequently  increasing  their  costs,  because  of  the  influence 
of  section  1903(e). 

Your  committee  has  taken  action  to  remove  section  1903(e)  from 
the  act.  When  the  operations  of  the  State  medicaid  programs  have  been 
substantially  improved  and  there  is  assurance  that  program  exten- 
sions will  not  merely  result  in  more  medical  costs  inflation,  the  ques- 
tion of  required  expansion  of  the  program  could  then  be  reconsidered. 

(i)  Determination  of  reasonable  cost  of  inpatient  hospital  services 
under  medicaid  and  maternal  and  child  health  programs. — Under 
present  law,  as  defined  in  regulations  issued  by  the  Secretary,  States 
are  required  to  reimburse  hospitals  for  inpatient  care  under  medicaid 
on  the  basis  of  the  reasonable  cost  formula  set  forth  in  medicare. 
Several  States  have  objected  to  this  requirement,  asserting  that  use 
of  the  medicare  formula  for  medicaid  reimbursement  can  result  in 
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their  paying  more  than  the  actual  cost  of  providing  inpatient  care  to 
those  eligible  for  medicaid.  There  is  nothing  in  the  legislative  history 
which  requires  that  reasonable  costs  should  be  denned  precisely  the 
same  way  for  both  programs  and  there  are  reasons  why  they  should 
not,  such  as  the  differing  characteristics  of  the  two  populations  served. 

Your  committee's  bill  retains  the  intent  of  the  original  provision — 
to  avoid  having  hospitals  or  their  private  patients  subsidize  inpatient 
care  for  the  poor — by  providing  for  payment  of  actual  and  direct  costs 
of  inpatient  care  for  medicaid  eligibles.  The  bill  would  allow  the 
States  to  develop  their  own  methods  and  standards  for  reimbursement 
thereby  giving  them  flexibility  in  working  out  satisfactory  payment 
arrangements  with  their  hospitals.  The  Secretary  could  disapprove  a 
State's  plan  if  it  is  shown  to  his  satisfaction  that  the  method  devel- 
oped by  the  State  would  not  pay  the  actual  and  direct  cost  of  providing 
care  to  medicaid  eligibles.  Reimbursement  by  the  States  would  in  no 
case  exceed  reasonable  cost  reimbursement  as  provided  for  under 
medicare. 

The  bill  would  apply  the  same  determination  of  reasonable  costs  to 
maternal  and  child  health  program.  The  provisions  would  be  effective 
July  1,  1971,  or  earlier  if  the  State  plan  so  provides. 

(j)  Amount  of  payments  where  customary  charges  for  services 
furnished  are  less  than  reasonable  cost. — Under  present  law,  reimburse- 
ment under  the  medicare  program  is  based  on  the  reasonable  costs  in- 
curred by  providers  of  services  (but  only  for  inpatient  hospital  services 
under  medicaid  and  the  maternal  and  child  health  programs)  in  pro- 
viding services  to  individuals  covered  by  these  programs.  This  results, 
in  some  cases,  in  these  programs  paying  higher  amounts  for  services 
received  by  covered  individuals  than  such  individuals  would  be  charged 
if  they  were  not  covered  by  these  programs,  because,  in  some  cases,  a 
provider's  customary  charges  to  the  general  public  are  set  at  a  level 
which  does  not  reflect  the  provider's  full  costs. 

Your  committee  believes  that  it  is  inequitable  for  the  medicare, 
medicaid,  and  the  child  health  programs  to  pay  more  for  services  than 
the  provider  charges  to  the  general  public.  To  the  extent  that  a  pro- 
vider's costs  are  not  reflected  in  charges  to  the  public  generally,  such 
costs  are  expected  to  be  met  from  income  other  than  revenues  from 
patient  care — for  example,  from  endowment  or  investment  income.  The 
bill  would  provide,  therefore,  that  reimbursement  for  services  under  the 
medicare,  medicaid,  and  child  health  programs  could  not  exceed  the 
lesser  of  the  reasonable  cost  of  such  services  as  determined  under  sec- 
tion 1861  (v)  of  the  Social  Security  Act,  or  the  customary  charges  to 
the  general  public  for  such  services. 

However,  your  committee  believes  that  it  would  be  undesirable  to 
apply  this  provision  in  the  case  of  services  furnished  by  public  pro- 
viders of  services  free  of  charge  or  at  a  nominal  fee.  The  bill  would 
provide,  therefore,  that  where  services  are  furnished  by  a  public  pro- 
vider of  services  free  of  charge  or  at  a  nominal  charge,  the  Secretary 
shall  specify  by  regulation  reimbursement  based  on  those  elements  of 
costs  generally  allowed  in  the  determination  of  reasonable  cost  that  he 
finds  will  result  in  fair  compensation  for  such  services.  In  such  cases 
fair  compensation  for  a  service  could  not  exceed,  but  could  be  less  than, 
the  amount  that  would  be  paid  under  present  law. 
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Your  committee  recognizes  that  a  provider's  charges  may  be  lower 
than  its  costs  in  a  given  period  as  a  result  of  miscalculation  or  special 
circumstances  of  limited  duration,  and  it  is  not  intended  that  provid- 
ers should  be  penalized  by  such  short-range"  discrepancies  between  costs 
and  charges.  Nor  does  the  committee  want  to  introduce  any  incentive 
for  providers  to  set  charges  for  the  general  public  at  a  level  substan- 
tially higher  than  estimated  costs  merely  to  avoid  being  penalized  by 
this  provision.  Thus,  your  committee  recognizes  the  desirability  of  per- 
mitting a  provider  that  wTas  reimbursed  under  the  medicare,  medicaid 
and  child  health  programs  on  the  basis  of  charges  in  a  fiscal  period  to 
carry  unreimbursed  allowable  costs  for  that  period  forward  for  perhaps 
two  succeeding  fiscal  periods.  Should  charges  exceed  costs  in  such  suc- 
ceding  fiscal  periods,  the  unreimbused  allowable  costs  carried  forward 
could  be  reimbursed  to  the  provider  along  with  current  allowable  costs 
up  to  the  limit  of  current  charges. 

Your  committee  intends  that  for  purposes  of  administering  this 
provision,  "customary  charges"  shall  mean  (1)  the  charges  listed  in  an 
established  charge  schedule  (if  the  institution  has  only  a  single  set  of 
charges  applied  to  all  patients),  or  (2)  the  most  frequent  or  typical 
charges  imposed  (if  the  institution  uses  more  than  one  charge  for  a 
single  service) .  However,  in  order  to  be  considered  to  be  the  "customary 
charge,"  a  charge  would  have  to  be  one  that  was  actually  collected 
from  a  substantial  number  of  individuals.  A  charge  set  up  in  name  only, 
perhaps  primarily  to  avoid  the  effect  of  this  provision,  is  not  intended 
to  determine  medicare  reimbursement. 

The  provisions  relating  to  medicare  would  be  effective  with  respect 
to  admissions  to  hospitals  and  extended  care  facilities  after  June  30, 
1970,  and  with  respect  to  services  furnished  by  home  health  agencies  for 
plans  initiated  after  June  30, 1970.  Provisions  relating  to  medicaid  and 
maternal  and  child  health  would  be  effective  for  calendar  quarters 
beginning  after  June  30, 1970. 

(k)  Institutional  planning  under  medicare  program. — Under  pres- 
ent medicare  law,  there  is  no  requirement  for  providers  of  services  to 
develop  fiscal  plans  such  as  operating  and  capital  budgets.  However, 
your  committee  is  aware  of  the  fact  that  health  care  facilities  have 
come  under  increasing  criticism  on  the  grounds  that  they  fail  to  follow 
sound  business  practices  in  their  operations.  The  Advisory  Committee 
on  Hospital  Effectiveness  established  by  the  Secretary  of  HEW  in  its 
report  stated,  "■*.**  the  fact  must  be  faced  that  deficiencies  in  hos- 
pital management  owe  something,  at  least  to  inattention,  indifference, 
or  lack  of  information  on  the  part  of  some  hospital  boards,  and  some 
trustees  with  the  best  intentions  and  energy  have  not  been  adequately 
informed  by  administrations  on  what  the  functions  of  a  hospital 
trustee,  or  a  hospital  should  be."  In  recommending  the  requirement 
contained  in  the  bill,  the  Secretary's  committee  stated,  "The  require- 
ment that  detailed  budgets  and  operating  plans  be  prepared  annually 
as  a  condition  of  approval  for  participation  in  Federal  programs  can 
be  expected  to  disclose  management  inefficiencies  in  such  health  care 
institutions  as  a  necessary  first  step  toward  bringing  about  needed 
improvements.  Especially,  the  committee  believes  this  requirement 
will  compel  the  attention  of  many  hospital  trustees  to  lapses  in  man- 
agement that  would  not  be  permitted  in  their  own  businesses." 
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Under  your  committee's  bill,  providers  of  services  (including  hos- 
pitals accredited  by  the  Joint  Commission  on  Accreditation  of  Hos- 
pitals) would  be  required,  as  a  condition  of  participation  under  the 
medicare  program,  to  have  a  written  overall  plan  and  budget  reflecting 
an  operating  budget  and  a  capital  expenditures  plan.  The  overall  plan 
would  be  expected  to  contain  information  outlining  the  services  to  be 
provided  in  the  future,  the  estimated  costs  of  providing  such  services 
(including  proposed  capital  expenditures  in  excess  of  $100,000  for 
acquisition  of  land,  buildings,  and  equipment  and  replacement,  mod- 
ernization, and  expansion  of  the  buildings  and  equipment),  and  the 
proposed  methods  of  financing  such  costs.  It  would  have  to  be  prepared 
under  the  direction  of  the  governing  body  of  the  institution,  by  a 
committee  consisting  of  representatives  of  that  body,  the  administra- 
tive staff  and  the  medical  staff.  The  plan  would  cover  the  immediately 
following  year  and  the  immediately  following  3-year  accounting  period 
and  would  be  reviewed  and  updated  annually  to  assure  that  it  is  con- 
sistent with  the  budgetary  program  of  the  provider. 

The  plan  would  not  be  reviewed  for  substance  by  the  Government  or 
any  of  its  agents.  The  purpose  of  the  provision  is  to  assure  that  such 
institutions  carry  on  budgeting  and  planning  on  their  own.  It  is  not 
intended  that  the  Government  will  play  any  role  in  that  process. 

The  new  condition  of  participation  would  have  to  be  met  with  respect 
to  any  provider  of  services  for  fiscal  years  of  the  provider  beginning 
after  the  fifth  month  after  the  month  of  enactment. 

(I)  Payments  to  States  under  medicaid  programs  for  installation 
and  operation  of  claims  processing  and  information  retrieval  sys- 
tems.— Under  present  law,  States  are  required  to  use  methods  of  ad- 
ministration deemed  necessary  by  the  Secretary  for  efficient  operation 
of  the  program.  Federal  matching  is  now  set  at  50  percent  for  admin- 
istrative costs  and  75  percent  for  compensation  of  professional  medical 
personnel.  Despite  this  requirement,  many  States  do  not  have  effective 
claims  administration  or  well-designed  information  storage  and  re- 
trieval systems;  nor  do  they  possess  the  financial  and  technical  re- 
sources to  develop  them  if  required  to  do  so  by  the  Secretary. 

Your  committee  proposes  to  aid  the  States  in  meeting  their  responsi- 
bilities by  authorizing  90  percent  Federal  matching  for  the  cost  neces- 
sary to  design,  develop,  and  install  mechanized  claims  processing  and 
information  retrieval  systems  deemed  necessary  by  the  Secretary.  The 
Federal  Government  acknowledges  the  obligation  to  provide  technical 
assistance,  including  the  development  of  model  systems,  to  each  State 
operating  a  medicaid  program.  It  is  expected  that  this  financial  and 
technical  support  will  aid  the  States  in  realizing  efficient  and  effective 
administration  of  the  program,  and  that  it  will  reduce  program  costs. 

Your  committee  also  recognizes  the  importance  of  this  activity  by 
providing  Federal  matching  funds  at  the  75  percent  rate  for  the  opera- 
tion of  the  system  approved  by  the  Secretary. 

States  would  not  be  eligible  to  receive  this  increased  Federal  sup- 
port until  they  have  developed  the  capacity  to  provide  basic  informa- 
tion to  recipients  on  services  paid  for  by  the  program,  including 
the  names  of  the  providers,  the  dates  on  which  services  were  furnished, 
and  the  amount  of  payment  made.  Experience  with  the  medicare  pro- 
gram indicates  that  beneficiary  complaints  about  discrepancies  between 
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the  "explanation  of  benefits"  form  they  receive,  and  the  care  actually 
provided,  has  been  the  largest  single  source  of  information  on  possible 
abuse  and  fraud.  It  is  appropriate  to  combine  the  requirement  that 
States  provide  such  explanations  with  the  increased  Federal  matching 
which  would  support  such  an  activity.  Savings  resulting  from  in- 
creased administrative  efficiency  would  more  than  offset  the  costs  of 
this  provision. 

This  provision  of  the  bill  would  be  effective  July  1, 1970. 

(m)  Advance  approval  of  extended  care  and  home  health  coverage 
under  medicare  program. — Posthospital  extended  care  benefits  and 
posthospital  home  health  benefits  are  limited  to  medicare  beneficiaries 
who,  while  no  longer  in  need  of  inpatient  hospital  care,  still  require 
skilled  nursing  care  or,  in  the  case  of  home  health  benefits,  physical  or 
speech  therapy.  However,  extended  care  facilities  and  home  health 
agencies  often  care  for  patients  who  need  less  skilled  and  less  medically 
oriented  services  in  addition  to  patients  requiring  the  level  of  care 
which  is  covered  by  the  program.  Under  current  law,  a  determination 
of  whether  a  patient  requires  the  level  of  care  that  is  necessary  to 
qualify  for  extended  care  facility  or  home  health  benefits  cannot  gen- 
erally be  made  until  some  time  after  the  services  have  been  furnished. 
Your  committee  is  aware  that  in  many  cases  such  benefits  are  being 
denied  retroactively,  wTith  the  harsh  result  that  the  patient  is  faced  with 
a  large  bill  he  expected  would  be  paid  or  the  facility  or  agency  has  a 
patient  who  may  not  be  able  to  pay  his  bill.  The  uncertainty  about 
eligibility  for  these  benefits  that  exists  until  after  the  care  has  been 
given  tends  to  encourage  physicians  to  either  delay  discharge  from  the 
hospital,  where  coverage  may  less  likely  be  questioned,  or  to  recom- 
mend a  less  desirable,  though  financially  predictable,  course  of 
treatment. 

Your  committee  believes  that  to  the  extent  that  valid  criteria  can 
be  established  posthospital  extended  care  and  home  health  benefits 
should  be  more  positively  identified  by  type  and  duration  of  care 
which  would  be  assured  of  reimbursement  when  furnished  to  a  bene- 
ficiary but  that  no  change  should  now  be  made  to  broaden  the  coverage 
of  the  extended  care  or  home  health  benefits  with  resulting 
increased  costs.  To  achieve  its  purpose,  your  committee's  bill  provides 
for  determining  in  advance  a  minimum  period  of  coverage  in  an  ex- 
tended care  facility  or  under  a  home  health  plan  for  p'atients  who,  con- 
sidering their  medical  conditions,  age,  or  other  pertinent  factors,  can  be 
presumed  to  need  the  type  of  care  necessary  to  qualify  for  benefits. 
Under  the  committee  bill,  the  Secretary  would  be  authorized  to  estab- 
lish, by  diagnosis  and  length  of  stay  or  number  of  visits,  periods  for 
which  a  patient  would  be  presumed  to  be  eligible  for  benefits;  the 
periods  would  be  related  to  such  factors  as  the  period  generally  needed 
for  treatment  of  the  patient's  conditions,  his  medical  history  and  other 
health  factors  affecting  the  nature  and  duration  of  the  services  to  be 
provided.  Appropriate  procedural  requirements  for  demonstrating 
compliance  with  the  criteria  would  also  be  established. 

For  example,  elderly  patients  suffering  from  a  fractured  hip  ordi- 
narily require  a  period  of  intensive  skilled  nursing  and  rehabilitative 
care  following  the  initial  reduction  and  stabilization  of  the  injured 
limb.  The  Secretary,  drawing  on  program  experience  and  other  data 
concerning  the  length  of  such  intensive  care  ordinarily  required  for 
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the  condition,  would  establish  a  minimum  period  of  stay  in  an  ex- 
tended care  facility  during  which  the  patient  would  be  presumed  to 
require  the  skilled  nursing  care  on  a  continuing  basis  which  is  re- 
imbursable under  the  program.  The  physician  would  be  expected  to 
certify  the  type  of  condition  and  related  need  for  extended  care  and 
submit  to  the  facility  a  plan  for  furnishing  the  care  prior  to  the 
patient's  admission.  The  period  of  coverage  established  by  the  Secre- 
tary could  take  into  account  such  factors  as  the  length  of  prior  hospital 
stay  and  any  surgical  involvement  required  in  effecting  reduction 
of  the  fracture.  If  the  patient  suffered  a  setback  or  failed  to  convalesce 
as  rapidly  as  expected,  additional  extended  care  payments  could  be 
approved  by  the  intermediary  beyond  the  initial  period  upon  submis- 
sion of  appropriate  medical  evidence.  On  the  other  hand,  if  the  facil- 
ity's utilization  review  committee  discovered  in  the  course  of  regular 
case  review  that  the  patient  was  receiving  only  custodial  services  or 
had  recuperated  sufficiently  to  no  longer  require  intensive  skilled  care, 
payment  during  the  approved  period  could  be  terminated  on  a  pros- 
pective basis  under  the  same  procedures  used  when  such  committees 
determine  in  review  of  a  case  of  extended  duration,  that  further  in- 
patient stay  is  not  medically  necessary. 

To  prevent  abuse  of  the  advance  approval  procedure,  intermediaries 
and  facilities  would  be  expected  to  monitor,  through  periodic  review 
of  a  sample  of  paid  stays,  utilization  review  committee  studies,  and 
similar  measures,  the  reliability  of  individual  physicians  in  describing 
the  patient's  condition  or  certifying  patients'  need  for  posthospital  ex- 
tended-care and  home  health  services.  The  Secretary  could  suspend 
the  applicability  of  the  advance  approval  procedure  for  patients  cer- 
tified by  physicians  who  are  found  to  be  unreliable.  Since  there  will  be 
some  instances  in  which  the  patient  recovers  sufficiently  to  no  longer 
require  an  extended  care  level  of  services  prior  to  expiration  of  the 
approved  stay,  extended  care  facility  utilization  review  committees 
will  be  expected  to  continue  to  review  approved  cases  at  appropriate 
intervals  and,  where  necessary,  give  notice  that  further  payment  is  no 
longer  justified. 

This  provision  would  be  effective  January  1,  1971. 

(n)  Prohibition  against  reassignment  of  claims  to  benefits. — Under 
present  law,  payment  for  services  furnished  by  a  physician  or  other 
person  under  the  supplementary  medical  insurance  program  is  made : 
(1)  to  the  beneficiary  on  the  basis  of  an  itemized  bill,  or  (2)  to  the 
physician  or  other  person  who  provided  the  services  on  the  basis  of  an 
assignment  under  the  terms  of  which  the  reasonable  charge  is  the  full 
charge  for  the  service.  Present  law  also  provides  that  payment  for  such 
services  under  the  medicaid  program  is  made  to  the  physician  or  other 
person  providing  the  services.  The  law  is  silent  with  respect  to  reas- 
signment by  physicians  or  others  who  provide  services  of  their  right  to 
receive  payment  under  these  programs.  The  Department  of  HEW 
makes  such  reassigned  payments  under  medicare  without  specific 
legislative  authority. 

Experience  with  this  practice  under  these  programs  shows  that  some 
physicians  and  other  persons  providing  services  reassign  their  rights 
to  other  organizations  or  groups  under  conditions  whereby  the  orga- 
nization or  group  submits  claims  and  receives  payment  in  its  own  name. 
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Such  reassignment s  have  been  a  source  of  incorrect  and  inflated  claims 
for  services  and  have  created  administrative  problems  with  respect  to 
determinations  of  reasonable  charges  and  recovery  of  overpayments. 
Fraudulent  operations  of  collection  agencies  have  been  identified  in 
medicaid.  Substantial  overpayments  to  many  such  organizations  have 
been  identified  in  the  medicare  program,  one  involving  over  a  million 
dollars. 

Your  committee's  bill  seeks  to  overcome  these  difficulties  by  pro- 
hibiting payment  under  these  programs  to  anyone  other  than  the  pa- 
tient, his  physician,  or  other  person  who  provided  the  service,  unless 
the  physician  or  other  person  is  required  as  a  condition  of  his  employ- 
ment to  turn  his  fees  over  to  his  employer,  or  unless  the  physician  or 
other  person  has  an  arrangement  with  the  facility  in  which  the  services 
were  provided  under  which  the  facility  bills  for  the  services.  It  is  not 
the  intent  of  your  committee  that  this  provision  apply  to  payments  to 
providers  of  services  that  are  based  on  the  reasonable  cost  of  the 
services. 

Your  committee^  bill  would  not  preclude  a  physician  or  other  person 
who  provided  the  services  and  accepted  an  assignment  from  having  the 
payment  mailed  to  anyone  or  any  organization  he  wishes,  but  the  pay- 
ment would  be  to  him  in  his  name. 

This  provision  as  it  applies  to  medicare  would  be  effective  with  re- 
spect to  bills  submitted  after  the  enactment  date.  For  medicaid  the 
provision  would  be  effective  July  1, 1971,  or  earlier  if  the  State  plan  so 
provides. 

(o)  Utilization  review  requirements  for  hospitals  and  skilled  nurs- 
ing homes  under  medicaid  and  maternal  and  child  health  programs. — 
Under  present  medicare  law,  each  hospital  and  extended  care  facility 
is  required  to  haA^e  a  utilization  review  committee  to  review  all  long- 
stay  cases  as  well  as  review,  on  a  sample  or  other  basis,  admissions, 
durations  of  stay  and  professional  services.  The  reasons  for  requiring 
hospitals  and  extended  care  facilities  to  have  utilization  review  com- 
mittees for  medicare  cases  apply  with  equal  force  to  review  of  medicaid 
cases,  but  there  is  now  no  such  requirement  in  the  medicaid  law. 

Your  committee's  proposal  would  require  hospitals  and  skilled  nurs- 
ing homes  participating  in  the  medicaid  or  maternal  and  child  health 
program  to  have  cases  reviewed  by  the  same  utilization  review  com- 
mittee already  reviewing  medicare  cases  or,  if  one  does  not  exist,  by  a 
committee  which  meets  the  standards  established  under  medicare. 
States  could,  if  they  wish,  impose  more  stringent  requirements;  e.g., 
they  might  request  that  the  committee  review  medicaid  patient  stays 
earlier  than  medicare  cases  since  the  medicaid  population  is  generally 
younger  than  that  covered  under  medicare. 

This  provision  would  be  effective  July  1, 1971. 

(p)  Elimination  of  requirement  that  cost-sharing  charges  imposed 
on  individuals  other  than  cash  recipients  under  medicaid  he  related 
to  their  income. — Under  present  law,  a  State  cannot  impose  deduct- 
ibles or  other  cost-sharing  devices  on  cash  assistance  recipients.  In 
addition,  while  deductibles  or  copayments  can  be  imposed  with  respect 
to  the  medically  indigent,  they  must  be  "reasonably  related  to  the 
recipient's  income  'and  resources." 

Your  committee's  bill  would  remove  the  restriction  relating  to  the 
medically  indigent  in  order  to  allow  States  to  explore  the  cost  advan- 
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tages  that  may  result  from  the  direct  savings  and  possible  decrease  in 
utilization  that  cost-sharing  devices  of  a  specified  amount  for  all  the 
medically  indigent  might  create.  Even  a  small  charge  gives  the  recipi- 
ent a  sense  of  participation  and  can  reduce  tendency  to  excessive  use  of 
cervices.  Experience  with  many  programs  covering  prescription  drugs 
has  shown  that  a  modest  copayment  can  control  excessive  utilization. 
Your  committee  believes  that  States  should  have  the  option  of  intro- 
ducing copayment  provisions  for  the  purpose  of  reducing  the  over- 
utilization  of  services. 

It  would  be  expected  that  States  would  impose  flat  deductibles  or 
copayments  primarily  with  respect  to  these  items  of  health  care  or  serv- 
ices which  are  provided  in  large  part  at  the  initiative  of  the  patient. 
States  would  be  permitted  to  have  such  a  copayment  for  such  services 
for  all  of  its  medically  indigent. 

The  ban  on  use  of  deductibles  or  copayments  for  cash  assistance 
recipients  would  be  retained. 

This  provision  would  be  effective  January  1,  1971,  or  earlier  if  the 
State  plan  so  provides. 

(q)  Notification  of  unnecessary  admission  to  a  hospital  or  extended 
care  facility  under  medicare  program. — Under  present  law,  the  utiliza- 
tion review  committee  required  to  function  in  each  hospital  and  ex- 
tended care  facility  must  review  all  long-stay  cases  and  at  least  a 
sample  of  admissions.  When  in  the  review  of  a  long-stay  case  the  utili- 
zation review  committee  determines  that  further  stay  in  the  institution 
is  not  medically  necessary,  the  committee  is  required  to  notify  promptly 
the  physician,  the  patient,  and  the  institution  of  its  finding.  No  medi- 
care payment  is  made  for  any  services  furnished  after  the  third  day 
following  such  notification. 

Your  committee's  bill  would  require  a  similar  notification,  and  a 
similar  payment  cut-off  after  3  days,  to  be  made  where  the  utilization 
review  committee  in  its  sample  or  other  review  of  admissions  finds  a 
case  where  hospitalization  or  extended  care  is  no  longer  necessary  (or 
never  was  necessary).  Thus,  your  committee's  bill  would  remove  the 
anomaly  of  continuing  payment  in  a  case  where  the  utilization  review 
committee  determined  in  the  course  of  sample  or  other  review  that 
admission  to  the  institution  or  further  stay  was  not  necessary  and 
would  make  parallel  the  treatment  accorded  long-stay  cases  and  cases 
reviewed  on  a  sample  basis. 

This  provision  would  be  effective  with  respect  to  services  furnished 
after  the  second  month  following  enactment  of  the  bill. 

(r)  Use  of  State  health  agency  to  perform  certain  functions  under 
medicaid  and  maternal  and  child  health  programs. — Under  present 
law,  one  State  agency  may  have  the  responsibility  for  certifying  health 
facilities  for  participation  in  the  medicare  program  and  another  agen- 
cy for  certifying  health  facilities  for  participation  in  medicaid  and 
maternal  and  child  health  programs.  Your  committee  believes  that  this 
duplication  of  effort  in  the  establishment  and  maintenance  of  health 
standards  is  unnecessary  and  inefficient.  Your  committee's  bill  would 
require  the  State  to  provide  that  the  State  health  agency  shall  perform 
these  functions  for  medicare,  medicaid,  and  the  maternal  and  child 
health  programs. 

Your  committee  also  believes  that  the  effectiveness  and  economy  of 
the  medicaid  program  would  be  enhanced  through  development  of 
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capability  in  each  State  to  perform  utilization  reviews,  to  establish 
standards  relating  to  the  quality  of  health  care  furnished  to  medicaid 
recipients,  and  to  review  the  quality  of  the  services  provided.  Activi- 
ties such  as  these  would  provide  information  on  the  under-  or  over- 
utilization  of  resources  and  the  quality  and  appropriateness  of  care. 

To  encourage  the  development  of  the  capabilities  upon  which  these 
improvements  would  be  based,  the  committee  bill  provides  that  Federal 
participation  in  medicaid  payments  be  contingent  upon  the  establish- 
ment of  a  plan,  acceptable  to  the  Secretary,  for  utilization  review,  the 
establishment  of  standards  relating  to  the  quality  of  care  furnished  to 
medicaid  recipients,  and  review  of  the  quality  of  services  provided. 
Federal  matching  at  the  75-percent  rate  is  now  available  for  the  costs 
of  the  health  professionals  and  their  supporting  staff  found  necessary 
in  carrying  out  such  functions. 

This  provision  would  be  effective  July  1, 1971. 

($)  Payments  to  health  maintenance  organizations. — Under  present 
law,  organizations  providing  comprehensive  health  services  on  a  per 
capita  prepayment  basis  cannot  be  reimbursed  by  medicare  through  a 
single  capitation  payment  encompassing  services  covered  under  both 
the  hospital  insurance  and  supplementary  medical  insurance  parts  of 
the  medicare  program.  Instead,  medicare  reimbursement  to  group  prac- 
tice prepayment  plans,  whether  it  is  made  on  a  cost  or  charge  basis, 
must  be  related  to  the  costs  to  the  organization  of  providing  specific 
services  to  beneficiaries,  so  that  the  financial  incentives  that  such  orga- 
nizations have  in  their  regular  business  to  keep  costs  low  and  to  control 
utilization  of  services  do  not  carry  over  to  their  relationship  with 
medicare. 

Your  committee  believes  that  a  serious  problem  in  the  present  ap- 
proach to  payment  for  services  in  the  health  field,  either  by  private 
patients,  private  insurance,  or  the  Government,  is  that,  in  effect,  pay- 
ment is  made  to  the  provider  for  each  individual  service  performed, 
so  that  other  things  being  equal,  there  is  an  economic  incentive  on  the 
part  of  those  who  make  the  decisions  on  what  services  are  needed  to 
provide  more  services,  services  that  may  not  be  essential,  and  even 
unnecessary  services.  A  second  major  problem  is  that,  ordinarily,  the 
individual  must  largely  find  his  own  way  among  various  types  and 
levels  of  services  with  only  partial  help  from  a  single  hospital,  a  nurs- 
ing home,  a  home  health  agency,  various  specialists,  and  so  on.  No  one 
takes  responsibility,  in  a  large  proportion  of  the  cases,  for  determining 
the  appropriate  level  of  care  in  total  and  for  seeing  that  such  care,  but 
no  more,  is  supplied.  The  pattern  of  operation  of  health  maintenance 
organizations  that  provide  services  on  a  per  capita  prepayment  basis 
lends  itself  to  a  solution  of  both  these  problems  with  respect  to  the  care 
of  individuals  enrolled  with  them.  Because  the  organization  receives  a 
fixed  annual  payment  from  enrollees  regardless  of  the  volume  of  serv- 
ices rendered,  there  is  a  financial  incentive  to  control  costs  and  to  pro- 
vide only  the  least  expensive  service  that  is  appropriate  and  adequate 
for  the  enrollee's  needs.  Moreover,  such  organizations  take  responsi- 
bility for  deciding  on  what  services  the  patient  should  receive  and  then 
seeing  that  those  are  the  services  he  gets. 

Your  committee  believes  it  would  be  desirable  for  medicare  to  relate 
itself  to  health  maintenance  organizations  in  a  way  that  conforms  more 
nearly  to  their  usual  way  of  doing  business.  The  objective  is  to  provide, 
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in  the  cae  of  medicare  beneficiaries,  the  same  kind  of  financial  incen- 
tives that  health  maintenance  organizations  have  with  respect  to  their 
other  enrollees. 

Accordingly,  your  committee's  bill  provides  for  medicare  payment 
to  such  an  organization  with  respect  to  beneficiaries  enrolled  with  it  to 
be  made  on  a  prospective  per  capita  basis,  encompassing  services  cov- 
ered under  both  hospital  insurance  and  supplementary  medical  insur- 
ance. (Group  practice  prepayment  plans  could,  of  course,  choose  to 
continue  to  be  reimbursed  under  the  provisions  of  existing  law  if  they 
wished.)  The  payment  would  be  determined  annually  in  accordance 
with  regulations  of  the  Secretary,  taking  into  account  the  organiza- 
tion's premiums  with  respect  to  nonmedicare  enrollees  (with  appro- 
priate actuarial  adjustments  to  reflect  the  difference  in  utilization  pat- 
terns between  those  under  65  and  those  over  65).  This  payment  is  to 
be  no  more  than  95  percent  of  the  estimated  amount  (with  appropriate 
adjustments  to  assure  actuarial  equivalence)  that  would  be  payable  if 
such  covered  medicare  services  were  furnished  outside  of  the  frame- 
work of  a  health  maintenance  organization.  Thus,  the  organization  will 
be  encouraged  to  manage  its  resources  and  provide  a  level  of  service 
within  a  predictable  premium  income;  extensions  and  improvements 
in  service  could  thus  also  be  provided  to  beneficiaries  from  utilization 
and  other  savings  that  the  organization  may  be  able  to  make  within 
resulting  income.  Payments  to  health  maintenance  organizations  would 
be  made  from  both  the  hospital  insurance  and  supplementary  medical 
insurance  trust  funds,  with  the  portion  from  the  supplementary  med- 
ical insurance  trust  fund  being  the  product  of  the  total  monthly  pre- 
mium (beneficiary  and  Federal  Government  amounts  combined)  times 
the  number  of  medicare  beneficiaries  enrolled  in  the  organization.  The 
remainder  of  the  payment  would  be  made  from  the  hospital  insurance 
trust  fund. 

Under  this  new  approach  to  payment  of  health  maintenance  organi- 
zations, there  is  expected  to  be  a  small  increase  in  the  first  year  or  two 
in  the  amount  of  payment  by  the  program.  However,  if  additional 
beneficiaries  enroll  in  either  existing  or  newly  established  health  main- 
tenance organizations  there  is  a  likelihood  of  cost  savings  to  the 
program. 

The  individuals  with  respect  to  whom  such  payment  would  be  made 
are  medicare  beneficiaries  entitled  to  both  hospital  insurance  and  sup- 
plementary medical  insurance  who  are  enrolled  with  a  health  mainte- 
nance organization.  They  would  receive  medicare-covered  services  only 
through  the  health  maintenance  organization,  except  for  those  emer- 
gency services  as  are  furnished  by  other  physicians  and  providers  of 
services.  The  health  maintenance  organization  would  be  responsible 
for  paying  the  costs  of  such  emergency  services.  If  an  enrolled  individ- 
ual received  nonemergency  care  through  some  other  means  than  the 
health  maintenance  organization,  he  would  have  to  meet  the  entire 
expense  of  such  care. 

To  aualify  to  receive  payment  in  this  way,  a  health  maintenance 
organization  would  have  to  be  one  which  provides :  (1)  either  directly 
or  through  arrangements  with  others,  health  services  on  a  prospective 
per  capita  prepayment  basis;  (2)  all  the  services  and  benefits  of  both 
the  hospital  and  medical  insurance  parts  of  the  program;  (3)  physi- 
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cian's  services,  either  directly  by  physicians  who  are  employees  or 
partners  of  the  organization,  or  under  an  arrangement  with  an  orga- 
nized group  of  physicians  under  which  the  group  is  reimbursed  for 
its  services  on  the  basis  of  an  aggregate  fixed  sum  or  on  a  per  capita 
basis.  (The  group  of  physicians  which  has  the  arrangement  with  the 
health  maintenance  organization  could,  in  turn,  pay  its  physician 
members  on  any  other  basis,  including  fee-for-service.)  At  least  half 
the  enrolled  members  of  a  health  maintenance  organization  must  be 
under  age  65,  and  the  organization  Avould  have  to  have  an  open  en- 
rollment period  at  least  once  every  2  years  under  which  it  accepts 
enrollees  on  a  nondiscriminatory  basis  up  to  the  limits  of  its  caoacity. 
The  additional  requirements  are:  (1)  that  the  organization  furnish 
to  the  Secretary  proof  of  its  financial  responsibility  and  its  capacity 
to  provide  comprehensive  health  services,  including  institutional  serv- 
ices, effectively  and  economically ;  (2)  that  the  organization  must  have 
arrangements  for  assuring  that  the  health  services  required  by  its 
enrollees  are  received  promptly  and  appropriately  and  that  they  meas- 
ure up  to  quality  standards.  The  various  elements  of  a  health  mainte- 
nance organization,  such  as  the  hospital,  the  extended  care  facility  or 
clinical  laboratory,  would  each  continue  to  have  to  meet  the  conditions 
of  participation  or  other  quality  standards  which  apply  to  such  orga- 
nizations under  present  law. 

If  the  health  maintenance  organization  provides  only  the  services 
covered  by  the  medicare  program  to  its  enrollees,  the  premiums  it  may 
charge  its  enrollees  cannot  exceed  the  actuarial  value  of  the  cost-sharing 
provisions  of  the  hospital  and  supplementary  medical  insurance  parts 
of  the  medicare  program.  If,  however,  the  organization  provides  its 
enrollees  services  in  addition  to  those  covered  under  medicare,  it  must 
inform  enrollees  of  the  portion  of  the  premium  applicable  to  such  addi- 
tional services,  and  the  portion  applicable  to  medicare-covered  services 
may  not  exceed  the  actuarial  value  of  the  cost-sharing  provisions  of  the 
medicare  program.  These  requirements  are  intended  to  assure  that 
beneficiaries  enrolled  with  health  maintenance  organizations  benefit 
fully  from  their  medicare  coverage  and  are,  in  effect,  charged  no  more 
than  the  deductible  and  coinsurance  amounts.  This  provision  will  also 
assure  that  that  they  are  made  aware  of  the  exact  cost  of  any  coverage 
included  in  the  benefits  provided  by  the  health  maintenance  organiza- 
tions which  is  in  addition  to  medicare  coverage. 

Beneficiaries  enrolled  with  a  health  maintenance  organization  who 
are  dissatisfied  with  decisions  of  the  organization  on  this  benefit 
coverage  would  have  the  right  to  a  hearing  before  the  Secretary,  in 
which  the  health  maintenance  organization  would  be  an  interested 
party,  and  to  judicial  review  with  respect  to  disputes  involving 
amounts  exceeding  specified  limits. 

Beneficiaries  could  terminate  their  enrollment  with  a  health  main- 
tenance organization  and  revert  to  regular  coverage  under  the  program 
in  accordance  with  regulations.  It  is  expected  that,  generally,  disenroll- 
ment  would  take  effect  at  the  same  time  after  the  disenrollment  request 
as  is  the  case  now  with  respect  to  disenrollment  under  the 
supplementary  medical  insurance  program. 

Your  committee  notes  that  there  is  sufficient  authority  in  the  present 
medicaid  program  to  permit  States  to  arrange  for  medicaid  coverage 
through  a  health  maintenance  organization.  It  would  continue  to  be 
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necessary,  as  required  under  present  law,  to  guarantee  medicaid  eligi- 
bles  freedom  of  choice  of  health  providers.  Moreover,  it  is  expected 
that  the  Department  of  Health,  Education,  and  Welfare  would  use 
the  provisions  of  medicare  law  and  regulations  for  health  maintenance 
organizations,  to  the  extent  appropriate,  in  regulations  dealing  with 
similar  coverage  under  the  medicaid  program. 

The  health  maintenance  organization  provisions  in  the  bill  would  be 
effective  with  respect  to  services  furnished  on  or  after  January  1, 1971. 

3.  Miscellaneous  and  technical  provisions 

(a)  Coverage  prior  to  application  for  medicaid. — Under  present  law 
a  State  may,  at  its  own  option,  cover  the  cost  of  health  care  provided 
to  an  otherwise  qualified  recipient  for  the  three  months  prior  to  his 
application  for  medicaid.  Thirty-one  States  have  elected  to  provide 
this  coverage,  thereby  protecting  persons  who  are  eligible  for  medicaid 
but  do  not  apply  for  assistance  until  after  they  have  received  care, 
either  because  they  did  not  know  about  the  medicaid  eligibility  re- 
quirements or  because  the  sudden  nature  of  their  illness  prevented 
their  applying. 

Your  committee  believes  that  such  coverage  is  reasonable  and  de- 
sirable and  recommends  that  the  States  be  required  to  provide  protec- 
tion for  that  3-month  period.  Therefore,  your  committee's  bill  requires 
all  States  to  provide  coverage  for  care  and  services  furnished  in  or 
after  the  third  month  prior  to  application  for  those  individuals  who 
were  otherwise  eligible  when  the  services  were  received. 

This  provision  would  be  effective  July  1, 1971. 

( b )  Hospital  admissions  for  dental  services  under  the  medicare  pro- 
gram.— Under  present  medicare  procedures,  when  a  patient  is  hos- 
pitalized in  connection  with  the  performance  of  noncovered  dental 
procedures,  payment  may  be  made  for  inpatient  hospital  services  if  the 
patient  has  other  impairments  so  severe  that  hospitalization  is  neces- 
sary. In  some  cases,  intermediaries  require  that  a  physician  certify  to 
the  medical  necessity  of  dental  admissions,  since  hospitalization  is 
ordinarily  not  necessary  for  the  provision  of  dental  services.  Where 
such  a  certification  is  required,  the  dentist  who  will  be  performing  the 
dental  procedures  must  arrange  for  'a  physician  to  make  the  necessary 
certification. 

Your  committee's  bill  would  authorize  the  dentist  who  is  caring  for 
the  patient  to  make  the  determination  of  the  necessity  for  inpatient 
hospital  admission  for  dental  services  without  requiring  a  corroborat- 
ing certification  by  a  physician.  Your  committee  believes  that  in  these 
kinds  of  cases  the  dentist  is  in  a  better  position  to  make  the  necessary 
evaluation  of  the  patient's  condition  and  probable  reaction  to  dental 
surgery  than  is  a  physician  who  may  not  be  familiar  either  with  the 
patient  or  the  nature  of  the  dental  procedures  to  be  performed. 

This  provision  would  be  effective  with  respect  to  admissions  occur- 
ring after  the  second  month  following  enactment  of  the  bill. 

(c)  Exemption  of  Christian  Science  sanatoriums  from  certain  nurs- 
ing home  requirements  under  medicaid. — Under  present  law,  Chris- 
tian Science  sanatoriums  are  permitted  to  participate  in  the  medicaid 
program  as  skilled  nursing  homes,  and  'as  such,  are  required  to  meet  the 
general  requirements  established  for  skilled  nursing  homes. 

Your  committee  believes  that  Christian  Science  sanatoriums  which 
do  not  actually  provide  medical  care,  should  not  be  required  to  have 
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a  skilled  nursing  home  administrator  licensed  by  the  State,  to  maintain 
an  organized  nursing  service  under  the  direction  of  a  registered  nurse, 
to  maintain  detailed  medical  records,  or  to  have  diagnostic  and  other 
service  arrangements  with  general  hospitals.  The  bill  would,  therefore, 
exempt  Christian  Science  sanatoriums  from  the  requirements  for  a 
licensed  nursing  home  administrator  and  other  inappropriate  require- 
ments of  the  medicaid  program.  Such  sanatoriums  will  be  expected  to 
continue  to  meet  all  applicable  safety  standards. 

This  provision  would  be  effective  upon  enactment. 

(d)  Physical  therapy  services  under  medicare. — Under  present  law, 
physical  therapy  is  covered  as  an  inpatient  hospital  service,  an  in- 
patient extended  care  service,  a  home  health  service,  and  a  service 
incident  to  physicians'  services.  Physical  therapy  is  also  covered  when 
furnished  under  prescribed  conditions  by  a  participating  hospital, 
extended  care  facility,  home  health  agency,  clinic,  rehabilitation 
agency,  or  public  health  agency  to  its  outpatients.  The  physical  ther- 
apist may  be  either  an  employee  of  the  participating  facility  or  he  may 
be  self-employed  and  furnish  his  services  under  arrangements  with  and 
under  the  supervision  of  the  facility. 

The  limitations  imposed  under  present  law  on  the  coverage  of  physi- 
cal therapy  have  been  a  source  of  some  difficulty.  For  example,  it  has 
been  difficult  to  explain  why  physical  therapy  services  cannot  be  fur- 
nished in  the  therapist's  office,  especially  in  cases  where  the  latter  is 
more  accessible  than  the  facility  to  which  the  beneficiary  must  travel  to 
obtain  the  service. 

Your  committee's  bill  would  include  as  covered  services  under  the 
supplementary  medical  insurance  program  the  services  of  a  physical 
therapist  in  independent  practice,  when  furnished  in  his  office  or  in 
the  patient's  home  (including  a  place  of  residence  used  as  his  home 
other  than  an  institution  which  is  primarily  engaged  in  furnishing 
skilled  health  care  services).  These  services  would  be  furnished  under 
such  licensing  and  other  conditions  relating  to  health  and  safety  as 
the  Secretary  may  find  necessary,  such  as  requiring  that  the  services 
be  furnished  pursuant  to  a  written  plan  of  treatment  established  by 
a  physician  which  prescribes  the  amount,  type,  and  duration  of  serv- 
ices to  be  furnished,  and  setting  out  professional  qualifications  in 
addition  to  State  licensure  for  the  physical  therapists  participating 
under  this  provision.  The  bill  would  provide  that  the  Secretary  estab- 
lish regulations  governing  other  conditions  under  which  the  proposed 
services  would  be  furnished.  Your  committee  expects  the  Secretary  to 
be  guided  by  the  conditions  now  in  effect  for  providers  of  outpatient 
physical  therapy  services,  taking  into  account  the  less  elaborate  facil- 
ities generally  present  in  the  office  setting,  but  assuring  that  the  reg- 
ulations provide  for  the  availability  of  an  adequate  program  of  phys- 
ical therapy  services  in  the  therapist's  office. 

With  respect  to  present  law  as  it  covers  physical  therapy  services 
furnished  to  an  inpatient  of  a  hospital  or  an  extended  care  facility, 
there  are  a  few  cases  where  an  inpatient  exhausts  his  inpatient  benefits 
and  can  continue  to  receive  payment  for  the  physical  therapy  treat- 
ment (  as  a  covered  expense  under  the  supplementary  medical  insurance 
program)  only  if  the  hospital  or  extended  care  facility  is  able  to  ar- 
range for  another  participating  facility  to  furnish  the  physical  therapy 
treatment  as  an  outpatient  service.  Your  committee's  bill  would  author- 
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ize  a  hospital  or  extended  care  facility  to  furnish  outpatient  physical 
therapy  services  to  its  inpatients.  This  would  permit  an  inpatient  of  a 
participating  hospital  or  extended  care  facility  to  continue  to  receive 
covered  physical  therapy  services  under  the  supplementary  medical 
insurance  program  in  those  cases  where  he  had  exhausted  his  inpatient 
benefits  through  which  physical  therapy  services  were  covered  under 
the  hospital  insurance  program  or  where  he  is  otherwise  ineligible  for 
hospital  insurance  inpatient  benefits. 

Your  committee  is  concerned  over  the  increasing  costs  of  physical 
therapy  services  furnished  in  hospitals  and  extended  care  facilities. 
Moreover,  there  is  considerable  evidence  that  physical  therapy  has 
been  one  of  the  areas  in  the  present  program  most  subject  to  abuse. 
Accordingly,  the  committee  bill  includes  two  provisions  for  controlling 
program  expenditures  for  physical  therapy  services  and  for  prevent- 
ing abuse: 

(1)  Total  charges  on  which  payment  may  be  made  in  a  calendar  year 
with  respect  to  an  individual  for  physical  therapy  services  furnished 
to  him  in  practitioners'  offices  or  in  his  home  by  independently  practic- 
ing physical  therapists  may  not  execeed  $100  (such  payment  would  be 
subject  to  the  deductible  and  coinsurance  provisions  of  the  supplemen- 
tary medical  insurance  program) .  Program  reimbursement  for  the  rea- 
sonable charges  for  the  covered  services  would  be  made  either  to  the 
beneficiary  or,  on  assignment,  directly  to  the  physical  therapist. 

(2)  With  respect  to  physical  therapy  services  furnished  by  a  pro- 
vider of  services,  a  clinic,  rehabilitation  agency,  or  a  public  health 
agency  or  by  others  under  arrangements  with  such  providers  or  other 
organizations,  payment  for  the  reasonable  cost  of  such  services  may 
not  exceed  an  amount  equal  to  the  salary  which  would  have  been 
payable  to  a  qualified  physical  therapist  if  the  services  had  been  per- 
formed in  an  employment  relationship. 

The  provisions  for  covering  additional  physical  therapy  services 
under  supplementary  medical  insurance  would  be  effective  for  services 
furnished  on  or  after  January  1, 1971.  The  provisions  relating  to  physi- 
cal therapy  services  furnished  by  a  provider  of  services  or  other  agency 
would  be  effective  with  respect  to  accounting  periods  beginning  on  or 
after  January  1,  1971. 

{(e)  Extension  of  grace  period  for  termination  of  supplementary 
medical  insurance  coverage  where  failure  to  pay  premiums  is  due  to 
good  cause. — Under  present  law,  an  individual's  coverage  under  the 
supplementary  medical  insurance  part  of  medicare  is  terminated  for 
nonpayment  of  premiums.  The  termination  is  effective  on  a  date  deter- 
mined under  regulations  which  may  be  established  so  as  to  provide  a 
grace  period  (not  in  excess  of  90  days)  during  which  overdue  premiums 
may  be  paid  and  coverage  continued. 

Several  types  of  cases  have  arisen  in  which  termination  of  an  indi- 
vidual's supplementary  medical  insurance  protection  for  failure  to 
pay  all  premiums  due  within  90  days  is  clearly  inequitable.  For  exam- 
ple, there  have  been  cases  where  for  reasons  of  physical  or  mental  in- 
capacity the  enrollee  was  unable  to  make  the  premium  payment  within 
the  allowed  time  limit  and  there  was  no  one  acting  on  his  behalf  to 
protect  his  interests.  In  other  cases,  coverage  has  been  terminated  be- 
cause the  enrollee  mistakenly  believed  that  payment  had  been  made 
when  actually  it  had  not. 

44-345  O — 70  5 
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Your  committee's  bill  would  extend  the  90-day  grace  period  for  an 
additional  90  days  where  the  Secretary  finds  that  there  was  good  cause 
for  failure  to  pay  the  premium  before  the  expiration  of  the  initial 
90-day  grace  period. 

This  provision  would  apply  to  such  cases  of  nonpayment  of  premi- 
ums due  within  the  90-day  period  preceding  the  date  of  enactment. 

(/)  Extension  of  time  for  filing  claim  for  supplementary  medical 
instance  benefits  where  delay  is  due  to  administrative  error. — Under 
present  law,  a  claim  for  benefits  under  the  supplementary  medical  in- 
surance program  must  be  filed  by  December  31  of  the  year  following 
the  year  in  which  the  services  were  provided.  (For  this  purpose,  serv- 
ices furnished  in  the  last  3  months  of  a  year  are  deemed  to  have  been 
furnished  in  the  following  year.)  The  present  time  limit  is  adequate 
for  the  vast  majority  of  supplementary  medical  insurance  claims.  In 
some  few  cases,  however,  beneficiaries  have  failed  to  file  a  timely 
claim  due  to  a  mistake  or  other  action  on  the  part  of  the  Government 
or  one  of  its  agents.  For  example,  misinformation  from  an  official 
source  or  delay  in  establishing  supplementary  medical  insurance  en- 
titlement has  resulted  in  late  filing  of  claims. 

Your  committee's  bill  would  provide  that  where  a  claim  under  sup- 
plementary medical  insurance  is  not  filed  timely  due  to  error  of  the 
Government  or  one  of  its  agents,  the  claim  may  nevertheless  be 
honored  if  filed  as  soon  as  possible  after  the  facts  in  the  case  have  been 
established.  This  provision  would  assure  that  claimants  would  not  be 
treated  inequitably  because  of  such  an  error. 

This  amendment  would  apply  with  respect  to  bills  submitted  and 
requests  for  payment  made  after  March  1968. 

(g)  Waiver  of  enrollment  period  requirements  where  individual's 
rights  were  prejudiced  by  administrative  error  or  inaction. — Under 
present  law,  an  individual  can  enroll  in  the  supplementary  medical 
insurance  program  during  his  initial  7-month  enrollment  period,  be- 
ginning with  the  third  month  before  the  month  he  attains  age  65, 
or  during  any  general  enrollment  period  (during  the  first  3  months  of 
each  year),  which  begins  within  3  years  after  the  end  of  his  initial 
enrollment  period.  (The  committee's  bill  includes  a  provision  which 
would  eliminate  the  3-year  limit  on  enrollment.  That  provision  is 
discussed  immediately  following  discussion  of  this  provision.) 

There  have  been  some  relatively  rare  cases  in  which  it  has  been  dis- 
covered that  due  to  an  action,  inaction,  or  error  on  the  part  of  the  Gov- 
ernment an  individual  is  in  fact  enrolled,  or  is  in  fact  not  enrolled, 
under  supplementary  medical  insurance  when  both  the  individual  and 
the  Government  had  until  then  believed  that  the  reverse  was  true.  Such 
cases  include  instances  where  an  individual  filed  an  enrollment  request 
timely  2,  3,  or  more  years  ago,  but  it  was  inadvertently  misfiled  and 
never  acted  upon.  When  the  request  is  discovered,  the  individual,  who 
did  not  know  he  had  supplementary  medical  insurance  coverage  is  pre- 
sented with  a  substantial  bill  for  premiums ;  or  if  he  is  a  beneficiary,  he 
may  find  that  his  benefit  check  is  reduced  or  withheld  altogether  to  pay 
premiums  for  supplementary  medical  insurance  coverage  which  he 
never  knew  he  had.  Another  type  of  case  involves  the  person  who 
enrolled  in  good  faith  and  was  allowed  medical  insurance  on  the  basis 
of  evidence  showing  that  he  had  attained  age  65 ;  several  years  later 
new  evidence  is  discovered  which  shows  he  was  only  age  64  at  the  time  of 
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enrollment — that  is,  new  evidence  shows  that  he  was  not  eligible  to 
enroll  when  he  did.  In  such  situations  the  Government  is  forced  to 
disallow  the  supplementary  medical  insurance  coverage,  refund  all 
premiums  received,  recover  any  supplementary  medical  insurance  ben- 
efits paid,  and  notify  the  person  that  if  he  wishes  supplementary  med- 
ical insurance  coverage  he  may  enroll  in  the  next  general  enrollment 
period.  Although  these  cases  are  rare,  they  can  cause  considerable 
hardship  and  distress  to  the  individuals  involved,  and  present  law 
permits  no  relief  to  be  given. 

Your  committee  believes  that  where  an  individual's  enrollment 
rights  under  supplementary  medical  insurance  have  been  prejudiced 
because  of  the  action,  inaction  or  error  on  the  part  of  the  Government, 
he  should  not  be  penalized  or  caused  hardship.  The  bill,  therefore, 
authorizes  the  Secretary  to  provide  such  equitable  relief  as  may  be 
necessary  to  correct  or  eliminate  the  effects  of  these  situations,  includ- 
ing (but  not  limited  to)  the  establishment  of  a  special  initial  or 
subsequent  enrollment  period,  with  a  coverage  period  determined  on 
the  basis  thereof  and  with  appropriate  adjustments  of  premiums. 

This  provision  would  apply  to  all  cases  which  have  arisen  since  the 
beginning  of  the  program. 

(h)  Elimination  of  provisions  preventing  enrollment  in  supple- 
mentary medical  insurance  program  more  than  3  years  after  first 
opportunity. — Under  present  law,  an  individual  can  enroll  for  the 
first  time  in  the  supplementary  medical  insurance  program  during  his 
initial  7-month  enrollment  period,  beginning  with  the  third  month 
before  the  month  he  attains  age  65,  or  during  any  general  enrollment 
period  (during  the  first  3  months  of  each  year)  which  begins  within 
3  years  after  the  end  of  his  initial  enrollment  period.  A  person  whose 
enrollment  has  terminated  may  not  enroll  for  the  second  time  in  sup- 
plementary medical  insurance  unless  he  does  so  in  a  general  enrollment 
period  which  begins  within  3  years  after  the  effective  date  of  such 
termination.  An  individual  may  reenroll  only  once. 

The  3-year  enrollment  limit  was  included  in  the  law  (as  are  other 
limitations  on  enrollment  in  the  supplementary  medical  insurance  pro- 
gram) in  the  interest  of  avoiding  antiselection  in  case  the  enrollment 
under  the  program  was  not  a  very  substantial  proportion  of  people 
eligible  to  enroll.  For  example,  substantial  numbers  of  people  who  are 
relatively  healthy  might  delay  enrollment  until  they  are  well  past  age 
65  and  have  become  sick,  at  which  point  they  would  enroll  and  receive 
substantial  benefits  without  having  paid  much  in  premiums.  However, 
since  there  is  now  a  95-percent  rate  of  participation  in  the  program  and 
since  the  vast  majority  of  enrollees  enroll  at  the  earliest  possible  time, 
there  would  seem  to  be  no  reason  to  retain  the  3-year  limit  on  enroll- 
ment. Further,  present  law  provides  that  premiums  for  late  enrollees 
are  increased  10  percent  for  each  full  12  months  elapsed  between  the 
time  they  could  have  enrolled  and  actually  do  enroll  and  this  provision 
would  be  retained.  Such  late-enrollment  charges  serve  to  prevent 
antiselection  and  to  meet  the  higher  costs  associated  with  those  who 
enroll  at  older  ages. 

Your  committee's  bill  would  eliminate  the  3-year  limit  with  respect 
to  both  initial  enrollment  and  reenrollment  after  an  initial  termina- 
tion. Enrollment  periods  would  remain  as  presently  defined  and  the 
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restriction  limiting  individuals  who  terminate  enrollment  to  reenroll 
only  once  would  be  retained. 

This  provision  would  apply  to  all  those  who  are  ineligible  to  enroll 
under  present  law. 

(i)  Waiver  of  recovery  of  incorrect  "payments  from  survivor  who 
is  without  fault. — Under  present  law,  an  individual  to  whom  (or  on 
behalf  of  whom)  a  medicare  overpayment  is  made  is  subjected  to  re- 
covery action  with  respect  to  such  overpayment,  except  that  the  re- 
covery action  may  be  waived  if  the  individual  is  without  fault  and  if 
recovery  would  defeat  the  purposes  of  the  cash  social  security  title 
(title  II)  of  the  Social  Security  Act  or  would  be  against  equity  and 
good  conscience.  If  such  individual  dies,  recovery  action  is  initiated 
as  necessary  any  other  individual  who  is  receiving  cash  social  security 
benefits  on  the  same  earnings  record  as  the  deceased  overpaid  bene- 
ficiary. In  the  latter  situation,  however,  waiver  of  recovery  action  is  not 
permitted  even  though  the  surviving  beneficiary — a  widow,  for 
example — is  without  fault  with  respect  to  the  overpayment. 

The  Social  Securitv  Amendments  of  1967  included  a  provision  which 
permitted  recovery  to  be  waived  in  the  case  of  cash  benefits  if  the  indi- 
vidual from  whom  recovery  is  being  considered  is  without  fault,  even 
though  the  overpaid  individual  was  at  fault.  However,  the  comparable 
change  with  respect  to  medicare  overpayments  was  not  made.  As  a 
result,  there  are  situations  in  which,  for  example,  an  overpayment 
made  to  a  deceased  beneficiary  is  the  responsibility  of  his  widow  even 
though  she  was  without  fault  in  causing  the  overpayment,  whereas  if 
the  overpayment  had  been  made  to  or  on  behalf  of  the  widow  herself, 
the  waiver  provision  would  apply  if  she  were  not  at  fault. 

Your  committee's  bill  would  rectify  this  anomaly  by  permitting  any 
individual  who  is  liable  for  repayment  of  a  medicare  overpayment  to 
qualify  for  waiver  of  recovery  of  the  overpaid  amount  if  he  is  without 
fault  and  if  such  recovery  would  defeat  the  purposes  of  title  II  or 
would  be  against  equity  and  good  conscience. 

The  provision  would  be  effective  upon  enactment  for  overpayments 
outstanding  at  that  time. 

(j)  Requirement  of  minimum  amount  of  claim  to  establish  entitle- 
ment to  hearing  under  supplementary  medical  insurance  program. — 
Under  present  law,  people  enrolled  in  the  supplementary  medical 
insurance  program  are  assured  an  opportunity  for  a  fair  hearing  by  the 
carrier  when  requests  for  payment  under  supplementary  medical  insur- 
ance are  denied  or  are  not  acted  upon  with  reasonable  promptness,  or 
when  the  amount  of  the  payment  is  in  controversy,  regardless  of  the 
dollar  amount  at  issue.  Experience  under  the  program  indicates  that  the 
holding  of  a  full  fair  hearing  is  unwarranted  in  cases  where  the  amount 
in  controversy  is  relatively  small.  Carriers  have  reported  cases  involv- 
ing $5  and  $10  claims  for  which  the  cost  of  holding  a  fair  hearing  has 
exceeded  $100.  Approximately  45  percent  of  the  hearings  held  since  the 
beginning  of  the  program  have  involved  an  amount  less  than  $100.  Fur- 
ther, regulations  require  carriers  to  have  a  reconsideration  review  of  all 
denied  claims.  Such  review  involves  different  claims  personnel  than 
those  who  acted  on  the  original  claim  and  should  be  sufficient  protection 
in  small  claims  cases. 

Your  committee's  bill  would  require  that  a  minimum  amount  of  $100 
be  at  issue  before  an  enrollee  in  the  supplementary  medical  insurance 
program  will  be  granted  a  fair  hearing  by  the  carrier. 
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The  provision  would  be  effective  with  respect  to  hearings  requested 
after  the  enactment  of  the  bill. 

(k)  Collection  of  supplementary  medical  insurance  premiums  from 
individuals  entitled  to  both  social  security  and  railroad  retirement 
benefits. — Under  present  law,  the  responsibility  for  collecting  supple- 
mentary medical  insurance  premiums  for  enrollees  entitled  to  both  rail- 
road retirement  benefits  and  social  security  benefits  is  vested  in  either 
the  Social  Security  Administration  or  the  Railroad  Retirement  Board, 
depending  upon  the  circumstances  of  entitlement  at  the  time  of  enroll- 
ment. This  arrangement  requires  an  administrative  procedure  under 
which  persons  so  entitled  can  enroll  in  the  supplementary  medical 
insurance  program  with  either  agency.  The  result  has  been  that  some 
individuals  (because  all  the  facts  are  not  made  known  at  the  time  of 
enrollment)  are  enrolled  twice  and  have  two  different  identifying 
numbers;  others  are  enrolled  by  the  Social  Security  Administration 
and  not  enrolled  by  the  Railroad  Retirement  Board,  or  vice  versa,  and 
thus  may  have  two  medicare  cards — one  showing  entitlement  to  bene- 
fits under  part  A  only  and  the  other  showing  entitlement  to  benefits 
under  both  parts  A  and  B.  Such  discrepancies,  even  though  ultimately 
corrected,  are  a  source  of  confusion  to  beneficiaries  and  a  cause  of 
unnecessary  administrative  expense. 

Also,  the  processing  of  medical  insurance  claims  is  established  so  as 
to  require  that  all  claims  submitted  by  or  on  behalf  of  railroad  bene- 
ficiaries be  handled  by  a  single  carrier,  presently  the  Travelers  Insur- 
ance Company.  Because  the  account  numbers  assigned  to  railroad 
beneficiaries  who  enroll  with  the  Social  Security  Administration  are 
not  identified  as  applying  to  railroad  beneficiaries  (because  the  bene- 
ficiary does  not  make  this  known),  many  railroad  beneficiary  claims 
are  submitted  to  other  carriers  and  require  rerouting  to  Travelers  In- 
surance Company.  This  is  expensive  and  a  cause  of  delay  in  making 
payments. 

Your  committee's  bill  provides  that  the  Railroad  Retirement  Board 
shall  be  responsible  for  collection  of  supplementary  medical  insurance 
premiums  for  all  enrollees  who  are  entitled  under  that  program.  This 
change  will  eliminate  the  confusion,  payment  delay,  and  administra- 
tive expense  deriving  from  the  related  provisions  of  present  law. 

This  provision  would  be  effective  for  premiums  becoming  due  and 
payable  after  the  fourth  month  after  the  month  of  enactment. 

(I)  Payment  for  certain  inpatient  hospital  services  furnished  out- 
side the  United  States. — Under  present  law,  services  furnished  outside 
the  United  States  are  excluded  from  coverage  with  the  single  excep- 
tion that  hospital  insurance  benefits  are  payable  for  emergency  in- 
patient services  provided  in  nearby  foreign  hospitals  if  the  beneficiary 
is  physically  present  within  the  United  States  when  the  emergency 
arises  and  the  foreign  hospital  to  which  he  is  admitted  is  closer  to  the 
place  where  the  emergency  arose  or  more  accessible  than  the  nearest 
United  States  hospital  that  is  adequately  equipped  and  available  for 
his  treatment.  Your  committee  is  concerned  that  under  present  law  bor- 
der residents  who  find  that  the  nearest  hospital  suited  to  their  inpatient 
care  needs  is  located  outside  the  United  States  may  not  receive  pro- 
tection against  the  health  costs  they  incur  in  using  these  nearest  hos- 
pitals except  in  the  indicated  emergency  situations. 
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In  connection  with  the  Social  Security  Amendments  of  1967,  the 
Department  of  Health,  Education,  and  Welfare  and  the  Department 
of  State  were  requested  to  explore  the  feasibility  of  entering  into 
reciprocal  arrangements  between  the  United  States  and  neighboring 
nations  designed  to  make  medicare  benefits  available  to  United  States 
citizens  who  receive  necessary  hospital  care  in  such  neighboring  na- 
tions. The  report  of  the  study  indicated  that  such  reciprocal  arrange- 
ments are  not  feasible  at  the  present  time,  but  that  unilateral  extension 
of  medicare,  which  could  be  limited  to  border  residents,  appears  to  be 
feasible. 

Your  committee's  bill  would  include  a  provision  which  would  ex- 
pand Medicare  coverage  of  services  outside  the  United  States  to  take 
account  of  the  special  problems  of  border  residents.  Medicare  benefits 
would  be  payable,  with  respect  to  admissions  after  December  31, 1970, 
for  inpatient  hospital  services  furnished  outside  the  United  States  if 
the  beneficiary  is  a  resident  of  the  United  States  and  the  foreign  hos- 
pital was  closer  to,  or  substantially  more  accessible  from  his  residence 
than  the  nearest  hospital  in  the  United  States  which  was  suitable  and 
available  for  his  treatment.  For  such  beneficiaries,  benefits  would  be 
payable  without  regard  to  whether  an  emergency  existed  or  where  the 
illness  or  accident  occurred.  Only  inpatient  services  furnished  by  a 
hospital  which  has  been  accredited  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals  or  by  a  hospital  approval  program  having 
essentially  comparable  standards  would  be  covered. 

The  present  provisions  covering  emergency  inpatient  hospital  serv- 
ices outside  the  United  States  would  be  retained. 

Payment  for  all  covered  hospital  services  furnished  outside  the 
United  States  would  be  made  on  essentially  the  same  basis  as  payment 
for  emergency  services  furnished  by  a  nonparticipating  hospital  within 
the  United  States.  Where  the  hospital  elected  to  bill  the  medicare  pro- 
gram it  would  be  reimbursed  on  the  basis  of  the  reasonable  cost  of  the 
covered  services  furnished  the  beneficiary,  as  is  now  done  with  respect 
to  emergency  services  furnished  by  a  nonparticipating  hospital  which 
furnishes  actual  cost  data.  Where  payment  could  not  be  made  solely 
because  the  hospital  did  not  elect  to  bill  the  program,  benefits  would  be 
payable  directly  to  the  beneficiary  on  the  basis  of  an  itemized  bill  if  he 
filed  an  acceptable  application  for  reimbursement.  Subject  to  the  ap- 
propriate deductibles  and  coinsurance,  the  beneficiary  would  be  reim- 
bursed in  an  amount  equal  to  60  percent  of  the  hospital's  reasonable 
charges  for  "routine  services"  in  the  room  occupied  by  him  or  in  semi- 
private  accommodations,  whichever  is  less,  plus  80  percent  of  the  hos- 
pital's reasonable  charges  for  "ancillary  services,"  or,  if  separate 
charges  for  routine  and  ancillary  services  are  not  made  by  the  hospital, 
two-thirds  of  the  hospital's  total  charges. 

This  provision  of  the  bill  would  be  effective  with  respect  to  hospital 
admissions  after  December  31, 1970. 

(m)  Study  of  chiropractic  coverage. — Your  committee's  bill  would 
require  the  Secretary  to  conduct  a  study  of  chiropractic  services  cov- 
ered under  State  plans  approved  under  title  XIX.  The  objectives  of 
the  study  would  be  to  determine  whether  and  to  what  extent  chiro- 
practic services  should  be  covered  under  the  supplementary  medical 
insurance  program  of  title  XVIII,  giving  particular  attention  to  the 
limitations  which  should  be  placed  on  such  coverage  and  on  the  amounts 
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to  be  paid  for  whatever  services  might  be  provided.  The  study  would 
include  one  or  more  demonstration  projects  designed  to  assist  in  pro- 
viding (under  controlled  conditions)  the  information  necessary  to 
achieve  the  objectives  of  the  study.  The  Secretary  would  be  required  to 
report  the  results  of  the  study  to  the  Congress  within  2  years  after  the 
date  of  enactment  of  this  bill,  together  with  his  findings  and  recom- 
mendations based  on  the  study,  and  on  the  information  he  obtains  con- 
cerning the  experience  of  public  and  private  plans  which  now  or  did 
cover  chiropractic  services. 

(n)  Extending  health  insurance  'protection  to  disabled  bene- 
ficiaries.— Your  committee  gave  extensive  consideration  to  a  proposal 
to  extend  hospital  insurance  protection  under  title  XVIII  to  disabled 
workers  entitled  to  monthly  cash  disability  benefits  under  the  social 
security  and  railroad  retirement  programs.  While  your  committee 
believes  that  extending  hospital  insurance  protection  to  these  bene- 
ficiaries would  be  most  desirable,  it  has  regretfully  concluded  that  such 
an  extension  is  not  advisable  at  the  present  time. 

A  major  factor  in  your  committee's  decision  was  that  the  per  capita 
cost  of  providing  hospital  insurance  for  the  disabled  would  be  con- 
siderably higher  than  is  the  cost  of  providing  the  same  coverage  for 
the  aged.  The  high  cost  (even  if  the  proposal  were  limited  to  disabled 
worker  beneficiaries) ,  together  with  the  need  to  bolster  financing  for 
the  existing  hospital  insurance  program  for  the  aged  ( discussed  else- 
where in  this  report) ,  raised  serious  problems  for  which  the  committee 
found  no  immediately  acceptable  solution. 

Your  committee,  therefore,  has  not  included  in  the  bill  a  provision  to 
extend  hospital  insurance  to  disabled  workers;  rather  it  is  directing 
the  1969  Advisory  Council  on  Social  Security  to  make  a  special  study 
of  the  unmet  need  of  the  disabled  for  health  insurance  protection, 
the  costs  involved  in  providing  this  protection,  and  the  ways  of  financ- 
ing this  protection.  The  Council  would  be  required  to  include  its  find- 
ings in  the  report  it  will  be  submitting  to  the  Secretary  of  Health, 
Education,  and  Welfare  not  later  than  January  1,  1971.  The  Council 
would  also  be  required  to  make  recommendations  on  the  extent  to 
which  the  cost  of  this  protection  could  appropriately  be  met  by  the 
hospital  insurance  and  supplementary  medical  insurance  trust  funds. 
The  Council's  report  would  be  submitted  to  the  boards  of  trustees  of  the 
trust  funds  and  to  the  Congress. 

(o)  Reimbursement  of  group  practice  prepayment  plans. — The 
Senate  Committee  on  Finance  in  its  consideration  of  the  House 
enacted  bill  (H.R  6675)  in  1965,  recommended  that  supplementary 
medical  insurance  enrollees  who  received  services  covered  thereunder 
as  members  of  group  practice  prepayment  plans  be  accommodated 
through  the  recognition  of  program  liability  on  a  cost  basis  for  such 
services  at  the  election  of  such  a  plan.  This  committee  concurred  in  the 
recommendation. 

It  was  the  understanding  of  the  Congress  that  the  cost  reimburse- 
ment of  group  practice  prepayment  plans  would  take  into  considera- 
tion the  cost  of  the  services  made  available  to  the  members  of  such 
group  practice  plans  who  are  medicare  enrollees,  to  the  end  that  costs 
with  respect  to  medicare  enrollees  would  not  be  borne  by  other  mem- 
bers of  the  plan,  and  that  the  costs  with  respect  to  such  other  members 
would  not  be  borne  by  the  supplementary  medical  insurance  program. 
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Thus,  it  was  anticipated  that  the  total  allowable  remuneration  to  plan 
physicians  by  the  group  practice  plan  would  be  allocated  proportion- 
ately as  between  medicare  members  and  other  members  of  the  plan 
with  due  recognition  being  given  to  time  and  utilization  factors  appro- 
priate to  the  respective  groups.  To  the  extent  that  existing  administra- 
tive procedures  for  reimbursing  group  practice  plans  on  a  cost  basis  are 
at  variance  with  these  principles  or  limit  the  right  of  such  a  plan  to 
elect  to  be  reimbursed  on  the  basis  of  allocated  costs,  such  procedures 
do  not  conform  to  the  legislative  intention  with  regard  to  the  reim- 
bursement for  the  services  furnished  by  such  plan. 

{p)  Accelerated  depreciation  as  part  of  cost  reimbursement  under 
medicare  and  medicaid  in  certain  limited  circumstances. — The  cost  re- 
imbursement provisions  of  the  medicare  and  medicaid  law  do  not  speci- 
fy whether  accelerated  depreciation  should  be  allowed  in  computing 
the  costs  of  a  participating  institution.  When  the  original  reimburse- 
ment regulations  were  developed,  they  specified  that  the  then  existing 
provisions  for  accelerated  depreciation  in  the  Federal  income  tax  law 
that  allowed  the  use  of  the  sum  of  the  years  dibits  and  double  declining 
balance  approaches  could  also  be  employed  in  medicare.  Since  that 
time,  the  income  tax  provisions  have  been  modified.  Also,  difficulties 
have  arisen  under  medicare  in  connection  with  the  payment  of  acceler- 
ated depreciation  during  the  early  years  of  the  life  of  an  asset,  particu- 
larly where  the  asset  was  sold  by  the  original  provider  institution.  In 
such  cases,  difficulty  in  recouping  the  additional  medicare  payments 
that  had  been  allowed  through  the  use  of  accelerated  depreciation  has 
been  encountered. 

In  recognition  of  these  developments,  the  Department  has  published 
a  proposed  regulation  deleting  the  allowance  of  accelerated  deprecia- 
tion on  assets  that  are  acquired  in  the  future.  Hospitals  and  other 
institutional  providers  have  expressed  concern  to  your  committee  about 
hardships  these  proposed  regulations  would  cause,  and  have  noted 
that  (1)  a  number  of  these  institutions  had  made  valid  construction, 
acquisition,  or  permanent  financial  commitments  before  publication  of 
the  proposed  regulations  in  connection  with  which  they  had  assumed 
the  availability  of  accelerated  depreciation  in  accordance  with  exist- 
ing regulations,  and  (2)  there  is  an  increasing  necessity  for  health  care 
institutions  to  finance  capital  additions  and  expansions  of  service 
through  the  use  of  mortgage  loans  under  which,  in  the  absence  of  ac- 
celerated depreciation  allowances,  they  cannot  meet  the  principal 
amortization  schedules  they  have  to  pay  on  capital  debts  they  incur. 

With  regard  to  the  first  problem,  it  seems  reasonable  to  your  commit- 
tee to  continue  the  application  of  the  original  regulations  allowing 
accelerated  depreciation  on  capital  assets  of  participating  providers 
where  the  financial  commitment  involved  was  entered  into  prior  to 
February  5,  1970,  and  your  committee  has  obtained  the  agreement  of 
the  Department  of  Health,  Education,  and  Welfare  to  do  so.  February 
5,  1970,  is  the  date  of  the  publication  of  the  proposed  regulations,  so 
commitments  could  not  have  been  entered  into  with  knowledge  of  your 
committee's  agreement  with  the  Department. 

Second,  because  health  care  institutions  are  undoubtedly  required  in 
many  instances  to  rely  on  capital  borrowing,  your  committee  also  rec- 
ommends that,  in  the  case  of  financial  commitments  entered  into  on  or 
after  February  5,  1970,  the  regulations  allow  150  percent  declining 
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balance  depreciation  to  be  paid  on  assets  acquired  in  the  future  where 
the  cash  flow  from  depreciation  on  the  total  assets  of  the  institution, 
including  straight -line  depreciation  on  the  assets  in  question,  is  insuffi- 
cient to  supply  the  funds  required  to  meet  reasonable  principal 
amortization  schedules  on  the  capital  debts  related  to  the  provider's 
depreciable  assets.  Under  this  recommendation,  the  allowance  of  ac- 
celerated depreciation  payments  would  be  directly  tied  to  the  institu- 
tion's problem  of  capital  debt  retirement.  For  the  future,  the  allow- 
ance would  be  available  only  in  those  cases  in  which  a  demonstrable 
need  exists.  Further,  the  type  of  accelerated  payment  (150-percent 
declining  balance)  would  be  generally  consistent  with  the  formula 
that  continues  to  be  allowed  in  certain  cases  under  the  Federal  income 
tax  law. 

(q)  Equivalency  testing  for  'personnel  of  independent  clinical  Jab- 
oratories. — In  order  to  assure  the  accuracy  and  reliability  of  laboratory 
test  results,  present  law  requires  the  Secretary  to  establish  health  and 
safety  criteria  as  conditions  for  medicare  coverage  of  services  fur- 
nished by  independent  laboratories.  Among  the  standards  found  to  be 
necessary  safeguards  by  the  Department  of  Health,  Education,  and 
Welfare  were  criteria  for  judging  professional  competency  and  quali- 
fications of  laboratory  personnel.  Since  membership  in  or  certification 
by  professional  organizations  has  long  been  one  of  the  principal  means 
of  establishing  professional  qualifications  in  health  fields,  this  ap- 
proach was  the  one  primarily  relied  on  by  the  Secretary  in  developing 
medicare  regulations.  Medicare  regulations  also  provide  that  individ- 
uals meeting  certain  formal  and  highly  specialized  educational  and 
experience  requirements  may  be  found  to  qualify. 

While  your  committee  agrees  that  many  of  the  present  requirements 
for  laboratory  personnel  have  merit,  it  has  concluded  that  the  heavy 
reliance  placed  on  private  professional  organizations  has  served  to 
prevent  experienced  people  either  from  entering  the  clinical  laboratory 
field  altogether  or  from  making  this  their  career — moving  from  a  lower 
skilled  job  to  a  higher  skilled  one.  What  makes  this  such  a  critical  prob- 
lem is  that  laboratories  are  currently  experiencing  a  sharp  expansion  in 
the  demand  for  their  services.  As  the  services  of  laboratories  have  in- 
creased in  scope  and  complexity,  they  have  been  faced  with  an  ever- 
widening  gap  between  their  manpower  requirements  and  the  available 
supply  of  laboratory  technologists  and  technicians. 

Your  committee  believes  that  both  recruitment  and  utilization  of 
laboratory  personnel  would  be  greatly  enhanced  by  the  use  of  equiva- 
lency and  proficiency  examinations.  The  use  of  such  examinations 
would  greatly  increase  career  mobility  in  the  laboratory  field,  thereby 
making  the  profession  more  attractive  generally,  facilitating  the  re- 
cruitment and  retention  of  laboratory  workers,  and  encouraging  re- 
entry into  the  field  by  those  who  have  left  it.  There  is  increased  interest 
in  and  receptivity  to  the  idea  of  equivalency  testing  among  the  pro- 
fessions— an  interest  recently  emphasized  in  a  report  issued  in  March 
1970  on  "Equivalency  and  Proficiencv  Testing"  by  the  National  Com- 
mittee for  Careers  in  Medical  Technology. 

Your  committee  is  aware  that  many  ex-servicemen  have  received 
valuable  training  in  the  armed  forces  clinical  laboratories.  The  change 
to  proficiency  and  equivalency  testing  should  provide  assurances  that 
many  such  individuals  will  be  able  to  make  their  specialized  training 
available  in  civilian  clinical  laboratories. 
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Your  committee  has  received  the  assurances  of  the  Department  of 
Health,  Education,  and  Welfare  that  it  will  immediately  begin  con- 
sultation with  appropriate  professional  health  organizations  and  edu- 
cational institutions  to  develop  proficiency  testing  and  educational 
equivalency  mechanisms  for  use  in  determining  the  qualifications  of 
laboratory  personnel  under  the  medicare  program. 

The  Department  has  been  requested  and  has  agreed  to  furnish  a  re- 
port to  the  Congress  on  or  before  July  1, 1971,  indicating  the  progress 
it  has  made  in  carrying  out  such  assurances. 

( r)  Optometrists'  services. — Your  committee  believes  that  the  medi- 
care provisions  as  related  to  optometrists  may  need  revision  in  that 
some  optometric  services  when  provided  by  a  physician  are  covered,  but 
may  not  be  covered  when  provided  by  an  optometrist.  The  Depart- 
ment of  Health,  Education,  and  Welfare  should  conduct  a  study  of 
this  problem  and  submit  language  to  your  committee  designed  to 
remove  any  existing  inequity. 

(s)  Homemakers''  services  under  medicare. — Your  committee  gave 
consideration  to  coverage  of  the  services  of  home  maintenance  workers 
(homemakers)  as  part  of  home  health  services  under  both  the  hos- 
pital and  medical  insurance  programs.  Under  present  law,  the  home 
health  benefit  is  designed  for  those  beneficiaries  whose  conditions  do 
not  require  the  continuous  medical  and  paramedical  care  provided  in 
hospitals  and  extended  care  facilities,  but  nevertheless,  are  of  such 
severity  that  the  individuals  are  under  the  care  of  a  physician,  con- 
fined to  their  homes,  and  in  need  of  active  health  care  requiring  skilled 
services.  Care  that  is  primarily  custodial  in  nature,  whether  the  care 
is  provided  in  a  nursing  home  or  provided  by  a  health  aide  in  a  private 
home,  is  not  covered  under  the  medicare  program.  Nor  is  the  care 
covered  when  the  patient  needs  only  personal  care  or  nonskilled 
health  care. 

Although  home  maintenance  services  as  such  are  not  covered  under 
the  home  health  benefit  the  covered  services  of  a  home  health  aide  may 
include  certain  home  maintenance  services  which  are  performed  by  the 
aide  under  professional  supervision.  These  services  may  include  keep- 
ing a  safe  environment  in  areas  of  the  home  used  by  the  patient,  such 
as  changing  the  bed,  light  cleaning,  laundering  essential  to  the  comfort 
and  cleanliness  of  the  patient  and  include  seeing  to  it  that  the  patient's 
nutritional  needs  are  met,  which  may  include  purchase  of  food  and 
assistance  in  preparation  of  meals.  These  services  may  be  covered  when 
they  are  only  incidentally  provided  while  the  home  health  aide  is 
fulfilling  her  primary  function  of  providing  health  services. 

Your  committee  believes  that  while  financial  assistance  in  main- 
taining one's  home  may  be  necessary  and  desirable  for  the  well-being 
of  an  older  person,  it  is  not  the  purpose  of  the  medicare  program  to 
cover  all  services  an  older  person  may  need  or  use,  particularly  those 
which  are  not  clearly  a  part  of  the  person's  health  care.  In  view  of 
these  priorities,  your  committee  is  requesting  the  1969  Advisory  Coun- 
cil on  Social  Security  to  make  a  study  of  the  unmet  need  of  medicare 
beneficiaries  for  homemaker  services. 

C.   STUDY  OF  THE  SOCIAL  SECURITY  PROGRAM  BY  THE  ADVISORY 
COUNCIL  ON  SOCIAL  SECURITY 

An  Advisory  Council  on  Social  Security,  authorized  by  the  Congress 
in  the  Social  Security  Act  and  appointed  under  the  provisions  of  the 
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Act  by  the  Secretary  of  Health,  Education,  and  Welfare,  is  currently 
conducting  an  overall  review  of  the  social  security  program.  The 
Council  is  required  by  law  to  review  all  aspects  of  the  social  security 
program,  including  specifically  the  status  of  the  social  security  trust 
funds  in  relation  to  the  long-term  commitments  of  the  social  security 
program,  the  scope  of  coverage  and  the  adequacy  of  benefits  under  the 
program,  and  its  impact  on  public  assistance  programs  under  the  act. 
Under  the  law  the  Council  is  to  report  its  findings  and  recommenda- 
tions to  the  Secretary  of  Health,  Education,  and  Welfare  by  January  1, 
1971,  who  thereupon  is  to  transmit  the  report  to  the  Congress  and  to 
the  boards  of  trustees  of  the  social  security  trust  funds. 

In  its  deliberations  your  committee  took  note  of  the  current  study 
being  made  by  the  Advisory  Council  on  Social  Security.  It  is  the  view  of 
your  committee  that  it  would  be  advisable  to  have  the  benefit  of  the 
study,  findings,  and  recommendations  of  the  Advisory  Council  before 
considering  further  two  proposals  for  changes  in  the  social  security 
program:  (1)  extending  the  protection  of  the  medicare  program  to 
disabled  social  security  beneficiaries  (discussed  earlier  in  more  detail 
on  page  63)  and  (2)  the  computation  of  a  married  couple's  social 
security  benefits  when  both  the  husband  and  the  wife  have  worked. 
Your  committee  is  particularly  interested  in  having  the  Advisory 
Council  explore  the  difficult  obstacles  that  must  be  overcome  in  order 
to  achieve  satisfactory  results  with  respect  to  both  of  these  issues. 
Your  committee,  therefore,  requests  the  Council  to  include  in  its  report 
specific  recommendations  on  how  the  coverage  of  the  medicare  pro- 
gram may  be  extended  to  social  security  disability  beneficiaries  and 
how  the  benefits  paid  to  a  married  couple  may  be  equitably  based  on 
their  combined  earnings. 

In  addition,  your  committee  requests  the  Council  to  make  a  special 
study  of  the  unmet  need  of  medicare  beneficiaries  for  homemaker 
services,  beyond  those  already  provided  to  persons  in  need  of  skilled 
health  services.  The  Council  should  include  its  findings  in  the  report 
it  will  be  submitting  to  the  Secretary  of  Health,  Education,  and 
Welfare  not  later  than  January  1,  1971.  The  Council  should  also 
make  recommendations  on  the  extent  to  which  the  cost  of  this  pro- 
tection if  deemed  appropriate  and  necessary  could  be  met  by  the 
hospital  insurance  and  supplementary  medical  insurance  trust  funds. 

D.  FINANCING 

Financing  provisions 

Consistent  with  the  policy  of  maintaining  the  social  security 
program  on  a  financially  sound  basis,  which  has  been  followed  in 
the  past,  the  bill  would  make  provision  for  meeting  the  cost  of  the 
expanded  program.  At  the  present  time,  the  social  security  cash 
benefits  program  is  in  close  actuarial  balance,  while  the  hospital 
insurance  program  has  an  actuarial  deficiency;  that  is,  it  is  expected 
that  over  the  long-range  future  the  income  to  the  hospital  insurance 
program  will  be  considerably  less  than  the  costs  of  the  program. 
To  meet  the  cost  of  the  expanded  cash  benefits  program  and  to 
bring  the  hospital  insurance  program  into  actuarial  balance,  the 
schedule  of  contribution  rates  would  be  revised  and  the  contribution 
and  benefit  base — the  maximum  amount  of  annual  earnings  subject 
to  contributions  and  used  in  computing  benefits — would  be  increased. 
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(a)  Increase  in  the  contribution  and  benefit  base. — The  proposed 
increase  in  the  contribution  and  benefit  base  from  $7,800  to  $9,000 
would  not  only  provide  higher  future  benefits  at  higher  earnings  levels, 
but  would  also  help  to  finance  the  changes  made  by  the  bill.  An 
increase  in  the  base  results  in  a  reduction  in  the  overall  cost  of  the 
social  security  program  as  a  percent  of  taxable  payroll.  This  occurs 
because  the  benefits  provided  are  a  higher  percentage  of  earnings  at 
the  lower  levels  than  at  the  higher  levels,  while  the  contribution  rate 
is  a  flat  percentage  of  earnings.  When  the  base  is  increased,  higher 
benefits  are  provided  on  the  basis  of  the  higher  earnings  that  are  taxed 
and  credited,  but  the  cost  of  providing  these  higher  benefits  is  less  than 
the  additional  income  from  the  combined  employee  and  employer 
contributions  on  earnings  above  the  former  maximum  and  up  to  the 
new  maximum  amount. 

(6)  Changes  in  the  contribution  rates. — Under  the  schedule  of  con- 
tribution rates  for  cash  benefits  that  your  committee  recommends 
(shown  below),  the  contribution  rate  scheduled  for  1971-72  would  be 
decreased  from  4.6  percent  each  for  employees  and  employers  to  4.2 
percent  each.  The  rate  scheduled  for  1973-74  under  present  law  would 
be  decreased  from  5  percent  each  to  4.2  percent  each.  The  rate  sched- 
uled for  1975-79  would  be  5.0  percent,  the  same  as  under  present  law. 
After  1979,  the  contribution  rate  would  be  5.5  percent  each,  instead 
of  5  percent  as  under  present  law. 

For  the  self-employed,  the  rate  scheduled  for  1971-72  for  the  cash 
benefits  part  of  the  program  would  be  decreased  from  6.9  percent  to 
6.3  percent.  The  rate  scheduled  for  1973-74  would  be  decreased  from 
7  percent  to  6.3  percent.  Thus  the  currently  payable  rate  of  6.3 
percent  would  remain  in  effect  until  1975,  at  which  time  the  increase 
to  7  percent,  the  highest  rate  scheduled  under  present  law,  would  go 
into  effect. 

Your  committee  also  recommends  changes  in  the  contribution  rate 
schedule  for  the  hospital  insurance  program.  The  contribution  rate 
would  be  increased  from  0.6  percent  each  for  employees,  employers, 
and  the  self-employed  to  1  percent  each  beginning  in  1971.  The  rate 
would  be  kept  at  1  percent  thereafter.  Under  present  law  the  rate  is 
scheduled  to  increase  gradually  from  the  present  0.6  percent  to  0.9 
percent  for  1987  and  after. 

CONTRIBUTION  RATE  SCHEDULES  UNDER  PRESENT  LAW  AND  H.R.  17550 
[In  percent] 


0ASDI  HI  Total 

Present  Present  Present 


Period  .  law    H.R.  17550  law    H.R.  17550  law     H.R.  17559 


Employer-employee,  each: 

1970   4.2  4.2  0.6  0.6  4.8  4.8 

1971-72   4.6  4.2              .6  1.0  5.2  5.? 

1973-74    5.0  4.2  .65  1.0  5.65  5.2 

1975   5.0  5.0  .65  1.0  5.65  6.0 

1976-79   5.0  5.0              .7  1.0  5.7  6.0 

1980-86   5.0  5.5              .8  1.0  5.8  6.5 

1987  and  after   5.0  5.5             .9  1.0  5.9  6.5 

Self-employed: 

1970   6.3  6.3  0.6  0.6  6.9  6.0 

1971-72   6.9  6.3  .6  1.0  7.5  7.3 

1973-74                                .  7.0  6.3  .65  1.0  7.65  7.3 

1975   7.  0  7.0  .65  1.0  7.65  8.0 

1976-79    7.0  7.0  .  7  1.0  7.  7  8.0 

1980-86....  7.0  7.0  .8  1.0  7.8  8.0 

1987  and  after...   7.0  7.0             .9  1.0  7.9  8.0 
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(c)  Change  in  allocation  to  the  disability  insurance  trust  fund. — The 
bill  would  revise  the  allocation  of  contribution  income  to  the  dis- 
ability insurance  trust  fund  without  significantly  altering  the  long- 
range  income  of  the  fund.  Under  present  law,  1.10  percent  of  taxable 
wages  and  0.825  of  1  percent  of  self-employment  income  are  allocated 
to  the  disability  insurance  trust  fund.  Under  the  committee's  bill,  the 
allocation  to  the  disability  insurance  trust  fund  would  be  as  follows: 


[In  percent] 


Calendar  year 

Taxable 
wages 

Self-employment 
income 

1971-74  

1975-79  

1980  and  after   

  0.90 

  1.05 

  1.15 

0. 6750 
.7875 
.8625 

The  revision  in  the  allocation  is  necessary  because,  under  present 
law,  the  size  of  the  disability  insurance  trust  fund  is  expected  to  grow 
rapidly  over  the  next  several  years.  Your  committee  believes  that  this 
growth  is  not  necessary  nor  wise  and  that  the  allocation  rate  may  be 
safely  reduced  below  that  specified  in  present  law  until  1980. 

(d)  Effective  date  of  increase  in  the  contribution,  and  benefit  base  for 
self-employed  persons  reporting  on  a  fiscal  year  basis. — In  the  past  when 
increases  in  the  contribution  and  benefit  base  have  been  enacted  they 
have  been  effective,  for  self-employed  people  who  report  their  income 
on  a  fiscal  year  basis,  (i)  with  respect  to  contributions,  for  fiscal  years 
ending  in  the  calendar  year  in  which  the  increase  in  the  base  became 
effective,  and  (ii)  with  respect  to  crediting  for  benefit  purposes,  at  the 
beginning  of  the  calendar  year  in  which  the  increase  in  the  base  be- 
came effective.  As  a  result,  certain  self-employed  people  were  required 
to  pay  social  security  contributions  on  income  that  could  not  be 
credited  for  benefit  purposes.  For  example,  the  last  increase  in  the 
base,  to  $7,800,  was  effective  for  the  calendar  year  1968;  for  self- 
employed  persons  reporting  their  income  on  a  fiscal  year  basis  the 
increase  was  effective  (i)  with  respect  to  contributions,  for  fiscal  years 
ending  in  1968,  and  (ii)  with  respect  to  crediting  for  benefit  purposes, 
at  the  beginning  of  1968.  A  fiscal  year  taxpayer  whose  fiscal  year 
ended  on  June  30,  1968,  for  example,  and  who  had  self-employment 
income  of  $7,800  for  that  year  would  have  had  to  pay  contributions 
on  the  full  $7,800  but  could  have  had  only  $7,200  counted  toward 
benefits  ($3,300 — one-half  of  the  $6,600  base  amount  that  was  in 
effect  in  1967 — for  the  period  July  1  through  December  31,  1967, 
plus  $3,900 — one-half  of  the  $7,800  base  amount  that  was  in  effect 
in  1968 — for  the  period  January  1  through  June  30,  1968). 

Your  committee  believes  that  a  taxpayer  should  not  have  to  pay 
social  security  contributions  on  income  that  he  cannot  have  credited 
for  social  security  benefits.  Accordingly,  your  committee's  bill  would 
provide  that,  for  self-employed  persons  who  report  their  income  on  a 
fiscal  year  basis,  the  increase  in  the  base  from  $7,800  to  $9,000  that 
would  occur  under  the  bill  would  be  effective  for  contribution  purposes 
for  fiscal  years  beginning  in  1971,  the  calendar  year  in  which  the  in- 
crease in  the  base  is  effective,  rather  than  for  fiscal  years  ending  in 
1971,  as  would  be  the  case  if  past  practice  were  followed.  Under  this 
change  no  fiscal  year  taxpayer  would  have  to  pay  social  security  con- 
tributions on  income  that  he  could  not  have  credited  for  social  security 
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benefits.  On  the  other  hand,  he  could  not  start  having  more  than 
$7,800  a  year  counted  toward  his  benefits  until  his  fiscal  year  begins 
sometime  after  Jauary  1,  1971,  the  date  on  which  the  increase  in  the 
base  to  $9,000  becomes  effective  generally. 

IV.  ACTUARIAL  COST  ESTIMATES  UNDER  THE  BILL 

A.  ACTUARIAL    COST    ESTIMATES    FOR   THE  OLD-AGE,   SURVIVORS,  AND 
DISABILITY  INSURANCE  SYSTEM 

(a)  Summary  of  actuarial  cost  estimates 

The  old-age,  survivors,  and  disability  insurance  system,  as  modified 
by  your  committee's  bill,  has  an  estimated  cost  for  benefit  payments 
and  administrative  expenses  that  is  closely  in  balance  with  con- 
tribution income.  This  also  was  the  case  for  the  1950  and  subsequent 
amendments  at  the  time  they  were  enacted. 

The  old-age  and  survivors  insurance  system  as  modified  by  your 
committee's  bill  shows  an  actuarial  balance  of  —  0.12  percent  of  taxable 
payroll  under  the  intermediate-cost  estimate.  This  is,  of  course,  close 
to  an  exact  balance,  especially  considering  that  a  range  of  varia- 
tion is  necessarily  present  in  the  long-range  actuarial  cost  estimates 
and,  further,  that  rounded  tax  rates  are  used  in  actual  practice.  Ac- 
cordingly, the  old-age  and  survivors  insurance  program,  as  it  would 
be  changed  by  your  committee's  bill,  is  actuarially  sound. 

The  separate  disability  insurance  trust  fund,  established  under  the 
1956  act,  shows  exact  actuarial  balance  under  the  provisions  that 
would  be  in  effect  after  enactment  of  your  committee's  bill,  because 
the  contribution  rates  allocated  to  this  fund  are  exactly  the  same  as  the 
cost  of  the  disability  benefits,  based  on  the  intermediate-cost  estimate. 
Accordingly,  the  disability  insurance  program,  as  it  would  be  modified 
by  your  committee's  bill,  is  actuarially  sound. 

(h)  Financing  policy 

(1)  Contribution  rate  schedule  for  old-age,  survivors,  and  dis- 
ability insurance  in  H.R.  17550 
The  contribution  schedule  for  old-age,  survivors,  and  disability  in- 
surance contained  in  your  committee's  bill,  as  to  the  combined  em- 
ployer-employee rate,  is  lower  than  that  under  present  law  by  0.8 
percent  in  1971-72,  and  by  1.6  percent  in  1973-74,  is  the  same  in  1975- 
79,  and  is  1.0  percent  higher  in  1980  and  after.  The  maximum  earnings 
base  to  which  these  tax  rates  are  applied  is  $9,000  per  year  for  1971 
and  after  under  your  committee's  bill  as  compared  with  $7,800  under 
present  law.  These  tax  schedules  are  as  follows : 

[Percent] 


Combined  employer-employee 

rate  Self-employed  rate 


Calendar  year  Present  law       H.R.  17550     Present  law       H.R.  17550 


1970   8.4  8.4  6.3  6.3 

1971-72   9.2  8.4  6.9  6.3 

1973-74  I..*  10.0  8.4  7.0  6.3 

1975-79     10.0  10.0  7.0  7.0 

1980  and  after   10.0  11.0  7.0  7.0 
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The  allocated  rates  to  the  two  trust  funds  that  are  applicable  to  the 
combined  employer-employee  contribution  rate  for  your  committee's 
bill,  as  compared  with  present  law,  are  as  follows : 

[Percent] 


Old-age  and  survivors  insurance       Disability  insurance 


Calendar  year  Present  law      H.R.  17550     Present  law        H.R.  17550 


1970     7.3  7.30  1.1  1.10 

1971-72     8.1  7.50  1.1  .90 

1973-74   8.9  7.50  1.1  .90 

1975-79      8.9  8.95  1.1  1.05 

1980  and  after       8.9  9.85  1.1  1.15 


The  corresponding  allocated  rates  for  the  self-employed  contribu- 
tion rate  are  as  follows : 

(Percent! 


Old-age  and  survivors 

insurance  Disability  insurance 

Present  Present 


Calendar  year  law       H.R.  17550  law       H.R.  17550 


1970..   5.475  5.4750  0.825  0.8250 

1971-72..      6.075  5.6250  .825  .6750 

1973-74      6.175  5.6250  .825  .  .6750 

1975-79       6.175  6.2125  .825  .7875 

1980  and  after      6.175  6.1375  .825  .8625 


It  should  be  remembered  that  the  workers  and  employers  con- 
tribute a  combined,  rounded  rate  for  the  two  programs  (old-age  and 
survivors  insurance  and  disability  insurance),  and  not  the  above  com- 
plex fractional  rates  separately.  Such  fractional  rates  are  merely  used 
by  the  Treasury  Department  to  divide  up  the  aggregate  tax  receipts 
between  the  two  trust  funds. 

The  schedule  of  allocation  rates  for  the  disability  insurance  trust 
fund  in  your  committee's  bill  has  been  obtained  in  the  following 
manner.  For  the  combined  employer-employee  tax,  the  total  rate  for 
both  old-age  and  survivors  insurance  and  disability  insurance  was 
multiplied  by  the  ratio  of  the  level-cost  of  the  disability  insurance 
program  (1.10  percent  of  taxable  payroll)  to  the  level-cost  for  both 
programs  combined  (10.51  percent  of  taxable  payroll),  and  the  result 
rounded  to  the  nearest  0.05  percent.  The  allocation  rate  for  the  self- 
employed  tax  for  disability  insurance  was  then  computed  at  75  per- 
cent of  the  allocation  rate  for  the  combined  employer-employee  tax. 

The  allocation  rates  for  the  old-age  and  survivors  insurance  trust 
fund  were  obtained  by  merely  subtracting  the  allocation  rates  for 
the  disability  insurance  trust  fund  from  the  appropriate  total  tax 
rates. 

(2)  Self-supporting  nature  of  system 
The  Congress  has  always  carefully  considered  the  cost  aspects  of 
the  old-age,  survivors,  and  disability  insurance  system  when  amend- 
ments to  the  program  have  been  made.  In  connection  with  the  1950 
amendments,  the  Congress  stated  the  belief  that  the  program  should 
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be  completely  self-supporting  from  the  contributions  of  covered 
individuals  and  employers.  Accordingly,  in  that  legislation  the  pro- 
vision permitting  appropriations  to  the  system  from  general  revenues 
of  the  Treasury  was  repealed.  This  policy  has  been  continued  in  sub- 
sequent amendments.  The  Congress  has  very  strongly  believed  that  the 
tax  schedule  in  the  law  should  make  the  system  self-supporting  as 
nearly  as  can  be  foreseen  and  thus  actuarially  sound. 

(3)  Actuarial  soundness  of  system 
The  concept  of  actuarial  soundness  as  it  applies  to  the  old-age,  sur- 
vivors, and  disability  insurance  system  differs  considerably  from  this 
concept  as  it  applies  to  private  insurance  and  private  pension  plans, 
although  there  are  certain  points  of  similarity  with  the  latter.  In  con- 
nection with  individual  insurance,  the  insurance  company  or  other 
administering  institution  must  have  sufficient  funds  on  hand  so  that  if 
operations  are  terminated,  it  will  be  in  a  position  to  pay  off  all  the 
accrued  liabilities.  This,  however,  is  not  a  necessary  basis  for  a 
national  compulsory  social  insurance  system  and,  moreover,  is  fre- 
quently not  the  case  for  well-administered  private  pension  plans,  which 
may  not,  as  of  the  present  time,  have  funded  all  the  liability  for  prior 
service  benefits. 

It  can  reasonably  be  presumed  that,  under  Government  auspices, 
such  a  social  insurance  system  will  continue  indefinitely  into  the  future. 
The  test  of  financial  soundness,  then,  is  not  a  question  of  whether  there 
are  sufficient  funds  on  hand  to  pay  off  all  accrued  liabilities.  Rather,  the 
test  is  whether  the  expected  future  income  from  tax  contributions  and 
from  interest  on  invested  assets  will  be  sufficient  to  meet  anticipated 
expenditures  for  benefits  and  administrative  costs  over  the  long-range 
period  considered  in  the  actuarial  valuation.  Thus,  the  concept  of  "un- 
funded accrued  liability"  does  not  by  any  means  have  the  same  signifi- 
cance for  a  social  insurance  system  as  it  does  for  a  plan  established 
under  private  insurance  principles,  and  it  is  quite  proper  to  count  both 
on  receiving  contributions  from  new  entrants  to  the  system  in  the 
future  and  on  paying  benefits  to  this  group  during  the  period  consid- 
ered in  the  valuation.  The  additional  assets  and  liabilities  must  be  con- 
sidered in  order  to  determine  whether  the  system  is  in  actuarial 
balance. 

Accordingly,  it  may  be  said  that  the  old-age,  survivors,  and  disa- 
bility insurance  program  is  actuarially  sound  if  it  is  in  actuarial 
balance.  This  will  be  the  case  if  the  estimated  future  income  from 
contributions  and  from  interest  earnings  on  the  accumulated  trust 
fund  investments  will,  over  the  long-range  period  considered  in  the 
valuation,  support  the  disbursements  for  benefits  and  administrative 
expenses.  Obviously,  future  experience  may  be  expected  to  vary  from 
the  actuarial  cost  estimates  made  now.  Nonetheless,  the  intent  that 
the  system  be  self-supporting  (and  actuarially  sound)  can  be  expressed 
in  law  by  utilizing  a  contribution  schedule  that,  according  to  the 
intermediate-cost  estimate,  results  in  the  system  being  in  balance  or 
substantially  close  thereto. 

Your  committee  believes  that  it  is  a  matter  for  concern  if  the  old-age 
survivors,  and  disability  insurance  system  shows  any  significant  actu- 
arial insufficiency.  Traditionally,  since  1965  (when  the  cost  estimates 
were  first  made  on  a  75-year  basis) ,  the  view  has  been  held  that,  if  such 
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actuarial  insufficiency  has  been  no  greater  than  0.10  percent  of  payroll, 
it  is  at  the  point  where  it  is  within  the  limits  of  permissible  variation. 

Furthermore,  traditionally  when  there  has  been  an  actuarial  insuffi- 
ciency exceeding  the  limits  indicated,  any  subsequent  liberalizations 
in  benefit  provisions  were  fully  financed  by  appropriate  changes  in 
the  tax  schedule  or  through  raising  the  earnings  base,  and  at  the  same 
time  the  actuarial  status  of  the  program  was  improved. 

The  changes  provided  in  your  committee's  bill  are  in  close  conformity 
with  these  financing  principles. 

(c)  Basic  assumptions  for  cost  estimates 

(1)  General  basis  for  long-range  cost  estimates 

Benefit  disbursements  may  be  expected  to  increase  continuously  for 
at  least  the  next  50  to  70  years  because  of  such  factors  as  the  aging 
of  the  population  of  the  country  and  the  slow  but  steady  growth  of 
the  benefit  roll.  Similar  factors  are  inherent  in  any  retirement  pro- 
gram, public  or  private,  that  has  been  in  operation  for  a  relatively 
short  period.  Estimates  of  the  future  cost  of  the  old-age,  survivors 
and  disability  insurance  program  are  affected  by  many  elements  that 
are  difficult  to  determine.  Accordingly,  the  assumptions  used  in  the 
actuarial  cost  estimates  may  differ  widely  and  yet  be  reasonable. 

The  long-range  cost  estimates  (shown  for  1980  and  after)  have  usu- 
ally been  presented  on  a  range  basis  so  as  to  indicate  the  plausible  varia- 
tion in  future  costs  depending  upon  the  actual  trends  developing  for 
the  various  cost  factors.  It  has  not  been  possible,  in  the  time  available, 
to  prepare  such  range  estimates,  but  rather  only  an  intermediate-cost 
estimate,  which  is  used  to  indicate  the  basis  for  the  financing  provisions. 
This  estimate  is  based  on  assumptions  that  are  intended  to  represent 
close  to  full  employment,  with  average  annual  earnings  at  about  the 
level  prevailing  in  1970.  The  use  of  1970  average  earnings  results  in 
conservatism  in  the  estimate  since  the  trend  is  expected  to  be  an  increase 
in  average  earnings  in  future  years  (as  will  be  discussed  subsequently 
in  item  5).  In  1971,  the  aggregate  amount  of  earnings  taxable  under 
the  program  with  the  proposed  $9,000  earnings  base  is  estimated  at 
$469  billion.  Of  course,  for  future  years  the  total  taxable  earnings  are 
estimated  to  increase,  because  there  will  be  larger  numbers  of  covered 
workers. 

The  cost  estimates  are  extended  beyond  the  year  2000,  since  the  aged 
population  itself  cannot  mature  by  then.  The  reason  for  this  is  that 
the  number  of  births  in  the  1930's  was  very  low  as  compared  with  both 
prior  and  subsequent  experience.  As  a  result,  there  will  be  a  dip  in  the 
relative  proportion  of  the  aged  from  1995  to  about  2015,  which  would 
tend  to  result  in  low  benefit  costs  for  the  old-age,  survivors,  and  dis- 
ability insurance  system  during  that  period.  For  this  reason  the  year 
2000  is  by  no  means  a  typical  ultimate  year  insofar  as  costs  ave 
concerned. 

(2)  Measurement  of  costs  in  relation  to  taxable  payroll 

In  general,  the  costs  are  shown  as  percentages  of  taxable  payroll. 
This  is  the  best  measure  of  the  financial  cost  of  the  program.  Dollar 
figures  taken  alone  are  misleading.  For  example,  a  higher  earnings 
level  will  increase  not  only  the  outgo  of  the  system  but  also,  and  to 
a  greater  extent,  its  income.  The  result  is  that  the  cost  relative  to 
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payroll  will  decrease.  As  an  illustration  of  the  foregoing  points,  con- 
sider an  individual  who  has  covered  earnings  at  a  rate  of  $400  per 
month.  Under  yonr  committee's  bill  such  an  individual  would  have  a 
primary  insurance  amount  of  $185.60.  If  his  earnings  rate  should  be 
50  percent  higher  (i.e.  $600),  his  primary  insurance  amount  would  be 
$246.40.  Under  these  conditions,  the  contributions  payable  with  respect 
to  his  earnings  would  increase  by  50  percent,  but  his  benefit  rate  would 
increase  by  only  33  percent.  Or  to  put  it  another  way,  when  his  earn- 
ings rate  was  $400  per  month,  his  primary  insurance  amount  repre- 
sented 46.4  percent  of  his  earnings,  whereas,  when  his  earnings  in- 
creased to  $600  per  month,  his  primary  insurance  amount  relative  to 
his  earnings  decreased  to  41.1  percent. 

(3)  General  basis  for  short-range  cost  estimates 

The  short-range  cost  estimates  (shown  for  the  individual  years 
1970-75)  are  not  presented  on  a  range  basis  since — assuming  a  con- 
tinuation of  present  economic  conditions — it  is  believed  that  the 
demographic  factors  involved  (such  as  mortality,  fertility,  retirement 
rates,  etc.)  can  be  reasonably  closely  forecast,  so  that  only  a  single 
estimate  is  necessary.  A  gradual  rise  in  the  earnings  level  in  the 
future  (about  4-5  percent  per  year) ,  somewhat  below  that  which  has 
occurred  in  the  past  few  years,  is  assumed.  As  a  result  of  this  assump- 
tion, contribution  income  is  somewhat  higher  than  if  level  earnings 
were  assumed,  while  benefit  outgo  is  only  slightly  affected. 

The  cost  estimates  have,  in  general,  been  prepared  on  the  basis  of  the 
same  assumptions  and  methodology  as  those  contained  in  the  1970 
Annual  Keport  of  the  Board  of  Trustees  (H.  Doc.  No.  91-295) . 

(4)  Level-cost  concept 

An  important  measure  of  long-range  cost  is  the  level-equivalent 
contribution  rate  required  to  support  the  system  for  the  next  75  years 
(including  not  only  meeting  the  benefit  costs  and  administrative 
expenses,  but  also  the  maintenance  of  a  reasonable  contingency  fund 
during  the  period,  which  at  the  end  of  the  period  amounts  to  1  year's 
disbursements),  based  on  discounting  at  interest.  If  such  a  level  rate 
were  adopted,  relatively  large  accumulations  in  the  trust  funds  would 
result,  and  in  consequence  there  would  be  a  sizable  eventual  income 
from  interest.  Even  though  such  a  method  of  financing  is  not  followed, 
this  concept  may  be  used  as  a  convenient  measure  of  long-range  costs. 
This  is  a  valuable  cost  concept,  especially  in  comparing  various  possible 
alternative  plans  and  provisions,  since  it  takes  into  account  the  heavy 
deferred  benefit  costs. 

(5)  Future  earnings  assumptions 

The  long-range  estimates  for  the  old-age,  survivors,  and  disability 
insurance  program  are  based  on  level-earnings  assumptions,  under 
which  earnings  levels  of  covered  workers  by  age  and  sex  will  continue 
over  the  next  75  years  at  the  levels  estimated  to  be  experienced  in  1970. 
This  does  not  mean  covered  payrolls  are  assumed  to  be  the  same  each 
year;  rather,  they  will  rise  steadily  as  the  covered  population  at  the 
working  ages  is  estimated  to  increase.  If  in  the  future  the  earnings  level 
should  be  considerably  above  that  which  now  prevails,  and  if  the  bene- 
fits are  adjusted  upward  so  that  the  annual  costs  relative  to  payroll  will 
remain  the  same  as  now  estimated  for  the  present  system,  then  the 
increased  dollar  outgo  resulting  will  offset  the  increased  dollar  income. 
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This  is  an  important  reason  for  considering  costs  relative  to  payroll 
rather  than  in  dollars. 

It  should  be  noted  that  estimated  1970  earnings  levels  are  used  in  the 
long-range  cost  estimates,  even  though  the  experience  for  the  year  is  not 
yet  completed.  It  is  believed  that  this  is  appropriate  procedure  (under 
the  accompanying  assumption  that  the  earnings  base  will  be  increased 
at  times  in  the  future  to  keep  up  to  date  with  increases  in  the  general 
level  of  earnings)  for  evaluating  the  costs  of  proposed  benefit  increases 
which  wall  become  effective  after  the  current  year. 

The  long-range  cost  estimates  have  not  taken  into  account  the  pos- 
sibility of  a  rise  in  earnings  levels,  although  such  a  rise  has  character- 
ized the  past  history  of  this  country.  If  such  an  assumption  were 
used  in  the  cost  estimates,  along  with  the  unlikely  assumption  that 
the  benefits,  nevertheless,  would  not  be  changed,  the  cost  relative  to 
payroll  would,  of  course,  be  lower. 

It  is  important  to  note  that  the  possibility  that  a  rise  in  earnings 
levels  will  produce  lower  costs  of  the  old-age,  survivors,  and  disability 
insurance  program  in  relation  to  payroll  is  a  very  important  safety 
factor  in  the  financial  operations  of  this  system.  The  financing  of 
the  system  is  based  essentially  on  the  intermediate-cost  estimate, 
along  with  the  assumption  of  level  earnings;  if  experience  follows 
high-cost  assumptions,  additional  financing  will  be  necessary.  How- 
ever, if  covered  earnings  increase  in  the  future  as  in  the  past,  the 
resulting  reduction  in  the  cost  of  the  program  (expressed  as  a  percent- 
age of  taxable  payroll)  will  more  than  offset  the  higher  cost  arising 
under  experience  following  a  high-cost  estimate.  If  the  latter  condition 
prevails,  the  reduction  in  the  relative  cost  of  the  program  coming  from 
rising  earnings  levels  can  be  used  to  maintain  the  actuarial  soundness 
of  the  system,  and  any  remaining  savings  can  be  used  to  adjust  benefits 
upward  (to  a  lesser  degree  than  the  increase  in  the  earnings  level). 
However,  the  possibility  of  future  increases  in  earnings  levels  should 
be  considered  only  as  a  safety  factor  and  not  as  a  justification  for 
adjusting  benefits  upward  in  anticipation  of  such  increases. 

If  benefits  are  adjusted  currently  to  keep  pace  fully  with  rising  earn- 
ings as  they  occur,  the  year-by-year  costs  as  a  percentage  of  payroll 
would  be  unaffected.  If  benefits  are  increased  in  this  manner,  the 
level-cost  of  the  program  would  be  higher  than  now  estimated,  since 
under  such  circumstances,  the  relative  importance  of  the  interest  re- 
ceipts of  the  trust  funds  would  gradually  diminish  with  the  passage 
of  time.  If  earnings  and  benefit  levels  do  consistently  rise,  thorough 
consideration  will  need  to  be  given  to  the  financing  basis  of  the  system 
because  then  the  interest  receipts  of  the  trust  funds  will  not  meet  as 
large  a  proportion  of  the  benefit  costs  as  would  be  anticipated  if  the 
earnings  level  had  not  risen. 

(6)  Interrelationship  with  railroad  retiremen  t  system 

An  important  element  affecting  old-age,  survivors,  and  disability 
insurance  costs  arose  through  amendments  made  to  the  Railroad 
Retirement  Act  in  1951.  These  provide  for  a  combination  of  railroad 
retirement  compensation  and  old-age,  survivors,  and  disability  insur- 
ance covered  earnings  in  determining  benefits  for  those  with  less  than 
10  years  of  railroad  service  and  also  for  all  survivor  cases. 

Financial  interchange  provisions  are  established  so  that  the  old-age 
and  survivors  insurance  trust  fund  and  the  disability  insurance  trust 
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fund  are  to  be  placed  in  the  same  financial  position  in  which  they 
would  have  been  if  railroad  employment  had  always  been  covered 
under  the  program.  It  is  estimated  that,  over  the  long  range,  the  net 
effect  of  these  provisions  will  be  a  relatively  small  loss  to  the  old-age, 
survivors,  and  disability  insurance  system  since  the  reimbursements 
from  the  railroad  retirement  system  will  be  somewhat  smaller  than  the 
net  additional  benefits  paid  on  the  basis  of  railroad  earnings. 

(7)  Reimbursement  for  costs  of  j)re-1957  military  service  wage 

credits 

Another  important  element  affecting  the  financing  of  the  program 
arose  through  legislation  in  1956  that  provided  for  reimbursement 
from  general  revenues  for  past  and  future  expenditures  in  respect  to 
the  noncontributory  credits  that  had  been  granted  for  persons  in 
military  service  before  1957.  These  financing  provisions  Avere  modified 
by  the  1965  amendments.  The  cost  estimates  contained  here  reflect  the 
effect  of  these  reimbursements  (which  are  included  as  contributions), 
based  on  the  assumption  that  the  required  appropriations  will  be  made 
in  the  future  in  accordance  with  the  relevant  provisions  of  the  law 
These  reimbursements  are  intended  to  be  made  on  the  basis  of  a  con- 
stant annual  amount  (as  determined  by  the  Secretary  of  Health,  Edu- 
cation, and  Welfare)  for  each  trust  fund  payable  over  the  period  up 
to  the  year  2015  (with  such  amount  subject  to  adjustment  every  5 
years). 

In  actual  practice,  the  Secretary  of  Health,  Education,  and  Welfare 
determined  initially  that  the  annual  amount  for  the  three  trust  funds 
involved  (old-age  and  survivors  insurance,  disability  insurance,  and 
hospital  insurance)  was  $120  million.  However,  the  Budget  Document 
of  the  United  States  has  contained  requests  for  appropriations  for  only 
$105  million  and,  to  date,  the  appropriations  have  been  made  by  the 
Congress  on  that  basis. 

(8)  Reimbursement  for  costs  of  additional  post-1956  military 

service  wage  credits 

Under  vour  committee's  bill,  individuals  in  active  military  service 
during  1957-67  will  receive  additional  wage  credits  in  excess  of  their 
cash  pay  (but  within  the  maximum  creditable  earnings  base)  in  recog- 
nition of  their  remuneration  that  is  payable  in  kind  (e.g.,  quarters  and 
meals).  These  additional  credits  are  at  the  rate  of  $100  per  month. 
(Such  credits  for  military  service  after  1967  is  provided  in  present 
law — as  a  result  of  the  1967  amendments.)  The  additional  costs  that 
ari?e  from  these  credits  are  to  be  financed  from  general  revenues  on  an 
"actual  disbursements  cost"  basis,  with  reimbursement  to  the  trust 
funds  on  as  prompt  a  basis  as  possible  (and  with  interest  adjustments 
to  make  up  for  any  delay  due  to  the  time  needed  to  make  the  necessary 
actuarial  calculations  from  sample  data  and  for  the  necessary  appro- 
priations to  be  made) . 

In  many  instances,  the  availability  of  these  additional  wage  credits 
will  not  result  in  additional  benefits  because  the  individual  will  have 
maximum  credited  earnings  without  them  or  because  the  year  in  which 
such  credits  are  granted  will  be  a  drop-out  year  in  the  computation  of 
his  average  monthly  wage.  In  the  immediate-future  years,  the  cost  of 
these  additional  credits  to  the  general  fund  will  be  relatively  small 
(only  about  $35  million  a  vear)  since  there  will  be  relatively  few  cases 
arising,  almost  all  due  to  death  and  disability. 


( d)  A  ctuarial  balance  of  program  in  past  years 

(1 )  Actuarial  balance  of  program  after  enactment  of  1967  act 1 
The  changes  made  by  the  1967  amendments  involved  an  increased 

cost  that  was  fully  met  by  the  accompanying  changes  in  the  financing 
provisions  (namely,  an  increase  in  the  contribution  rates  in  1973  and 
after  and  an  increase  in  the  earnings  base).  After  an  increase  in  the 
allocation  to  the  disability  insurance  system,  both  that  portion  of  the 
program  and  the  old-age  and  survivors  insurance  portion  were 
estimated  to  be  in  close  actuarial  balance. 

In  1968  the  cost  estimates  were  completely  revised,  based  on  the 
availability  of  new  operating  data.  The  new  estimates  showed  signifi- 
cantly lower  costs.  The  actuarial  balance  of  the  old-age,  survivors,  and 
disability  insurance  program  increased  from  +0.01  percent  of  tax- 
able payroll  to  +0.53  percent  of  taxable  payroll.  The  factors  con- 
tributing to  lower  costs  were  as  follows:  (1)  use  of  1968  earnings 
assumption  (instead  of  1966  earnings)  +0.33  percent;  (2)  use  of 
44,4  percent  interest  assumption  (instead  of  3%  percent),  +0.11  per- 
cent; (3)  use  of  higher  female  labor  force  participation  rates,  +0.06 
percent ;  'and  (4)  other  factors,  +  0.02  percent. 

Then,  in  1969,  another  complete  revision  of  the  actuarial  cost  esti- 
mates was  made.  The  estimated  cost  of  the  program  was  again  signifi- 
cantly reduced.  The  actuarial  balance  of  the  old-age  survivors,  and 
disability  insurance  program  was  thereby  increased  from  the  figure 
of  +  0.53  percent  of  taxable  payroll  according  to  the  1968  estimate  to 
+  1.16  percent  of  taxable  payroll.  The  factors  contributing  to  lower 
costs  were  as  follows:  (1)  use  of  1969  earnings  assumption  (instead 
of  1968  earnings),  +0.22  percent;  (2)  use  of  4%-percent  interest 
assumption  (instead  of  414  percent),  +0.11  percent ;  (3)  use  of  higher 
labor  force  participation  rates,  for  both  men  and  women,  +0.23  per- 
cent; and  (4)  other  factors,  +  0.07  percent, 

( 2 )  A  ctuarial  b  alance  of  progrwm  after  enactment  of  1969  act 
According  to  the  cost  estimates  for  the  1967  act  made  in  1969,  there 

was  a  very  favorable  actuarial  balance  for  the  combined  old-age  sur- 
vivors, and  disability  insurance  system,  but  that  there  was  a  deficit  of 
0.01  percent  of  taxable  payroll  for  the  disability  insurance  portion,  and 
a  favorable  balance  of  1.17  percent  of  taxable  payroll  for  the  old-age 
and  survivors  insurance  portion. 

Under  the  1969  act,  the  benefit  changes  made  were  financed  by  utiliz- 
ing the  existing  favorable  actuarial  balance,  without  any  increases  in 
the  contribution  rates  and  the  earnings  base.  Accordingly,  since  the 
disability  insurance  system  was  in  such  close  actuarial  balance  under 
the  then-existing  law,  it  was  necessary  to  increase  the  portion  of  the 
combined  contributions  which  were  allocated  to  it,  so  as  to  finance  the 
cost  of  the  15-percent  benefit  increase.  Under  the  new  allocation  basis, 
both  the  old-age  and  survivors  insurance  system  and  the  disability 
insurance  system  wTere  in  close  actuarial  balance. 

(3)  Actuarial  balance  of  program  under  H.R.  17550 

Table  I  traces  through  the  change  in  the  actuarial  balance  of  the 
system  from  its  situation  under  present  law,  according  to  the  latest 
estimate,  to  that  under  your  committee's  bill,  by  type  of  major  changes 
involved,  determined  as  of  January  1,  1970. 


1  For  details  of  the  actuarial  balance  of  the  program  before  the  enactment  of  the  1967 
act,  see  page  83,  H.  Kept.  544,  90th  Cong. 
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Old-age  and 
survivors 
insurance 

Disability 
insurance 

Total 
system 

-0.08 

0.  00 

-0.  08 

+.25 

+.  03 

+.  28 

+.20 

+.  03 

+.  23 

-.12 

0) 

-.12 

-.10 

0) 

-.10 

-.24 

(2) 

-.24 

-.10 

0) 

-.10 

-.01 

-.01 

-.02 

-.43 

-.05 

-.48 

+.51 

.00 

+.51 

-.04 
-.  12 

.00 
.00 

-.04 
-.12 

TABLE  1.— CHANGES  IN  ACTUARIAL  BALANCE  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM, 
EXPRESSED  IN  TERMS  OF  ESTIMATED  LEVEL-COST  AS  PERCENTAGE  OF  TAXABLE  PAYROLL,  BY  TYPE  OF  CHANGE, 
INTERMEDIATE-COST  ESTIMATE,  PRESENT  LAW  AND  H.R.  17550 

[Percent] 


Item 

Actuarial  balance  of  present  system   

Effect  of  using  1970  earnings...     

Increase  in  earnings  base..    

Age-62  computation  point  for  men    

Earnings  test  changes     

Widow's  benefits  of  100  percent  of  PI  A  at  65   

Elimination  of  actuarial  reduction  when  shifting  from  one  benfit  to  another. 

Miscellaneous  changes  3   

Benefit  increase  of  5  percent    

Revised  contribution  schedule    

Total  effect  of  changes  in  bill    

Actuarial  balance  under  bill  

1  Less  than  0.005  percent. 

2  Not  applicable  to  this  program. 

3  Includes  the  following:  child's  benefits  for  children  disabled  at  ages  18  to  21;  workmen's  compensation  offset  based  on 
100  percent  of  "average  current  earnings"  as  maximum;  elimination  of  support  requirement  for  divorced  wife's  and 
widow's  benefits;  reduced  widower's  benefits  at  age  60,  and  liberalization  of  insured  status  requirements  for  disability 
benefits  with  respect  to  blind  persons. 

The  changes  made  by  your  committee's  bill  would  maintain  the 
sound  actuarial  position  of  the  old-age,  survivors,  and  disability  in- 
surance system.  The  estimated  actuarial  balance  of  —0.12  percent  of 
taxable  payroll  is  not  quite  inside  the  established  limit  within  which 
the  system  is  considered  substantially  in  actuarial  balance  (i.e.  —0.10 
percent  of  taxable  payroll),  but  your  committee  believes  that  this 
small  difference  will  readily  be  made  up  when  the  actuarial  valuation 
is  made  in  the  latter  part  of  1971,  when  data  on  1971  earnings  become 
available. 

It  should  be  emphasized  that  in  1950  and  in  subsequent  amend- 
ments, the  Congress  did  not  recommend  that  the  system  be  financed 
by  a  high  level  tax  rate  in  the  future,  but  rather  recommended  an 
increasing  schedule,  which,  of  necessity,  ultimately  rises  higher  than 
such  a  level  rate.  Nonetheless,  this  graded  tax  schedule  will  produce 
a  considerable  excess  of  income  over  outgo  for  many  years  so  that  a 
sizable  trust  fund  will  develop,  although  not  as  large  as  would  arise 
under  an  equivalent  level  tax  rate.  This  fund  will  be  invested  in  Gov- 
ernment securities  (just  as  is  also  the  case  for  the  trust  funds  of  the 
civil  service  retirement,  railroad  retirement,  national  service  life  in- 
surance, and  U.S.  Government  life  insurance  systems) .  The  resulting 
interest  income  will  help  to  bear  part  of  the  higher  benefit  costs  of 
the  future. 

(e)  Level-costs  of  benefit  payments,  by  type 

The  level-cost  of  the  old-age  and  survivors  insurance  benefit  pay- 
ments (without  considering  administrative  expenses,  the  railroad  re- 
tirement financial  interchange,  and  the  effect  of  interest  earnings  on 
the  existing  trust  fund)  under  the  1969  act,  according  to  the  latest 
intermediate-cost  estimate,  is  8.90  percent  of  taxable  payroll,  and  the 
corresponding  figure  for  the  program  as  it  would  be  modified  by  your 
committee's  bill  is  9.43  percent.  The  corresponding  figures  for  the  dis- 
ability benefits  are  1.10  'percent  for  the  1969  act  and  also  1.10  percent 
for  your  committee's  bill. 
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Table  II  presents  the  benefit  costs  for  the  old-age,  survivors,  and 
disability  insurance  system  as  it  would  be  after  enactment  of  your 
committee's  bill,  separately  for  each  of  the  various  types  of  benefits. 

TABLE  II.— ESTIMATED  LEVEL-COST  OF  BENEFIT  PAYMENTS,  ADMINISTRATIVE  EXPENSES,  AND  INTEREST 
EARNINGS  ON  EXISTING  TRUST  FUND  UNDER  THE  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE  SYSTEM, 
AFTER  ENACTMENT  OF  COMMITTEE  BILL,  AS  PERCENTAGE  OF  TAXABLE  PAYROLL,!  BY  TYPE  OF  BENEFIT, 
INTERMEDIATE-COST  ESTIMATE 

[Percent) 


Old-age  and 

survivors  Disability 

Item  insurance  insurance 


Primary  benefits   6. 45  0. 90 

Wife's  and  husband's  benefits  ;   .50  .06 

Widow's  and  widower's  benefits     1.54  (2) 

Parent's  benefits      .01  (2) 

Child's  benefits   .73  .14 

Mother's  benefits    .13  00 

Lump-sum  death  payments   .07  (2) 

Total  benefits   9.43  1.10 

Administrative  expenses   .13  .04 

Railroad  retirement  financial  interchange   .09  .00 

Interest  on  existing  trust  fund  3   —.24  —.04 


Net  total  level-cost   9.41  1.10 


1  Including  adjustment  to  reflect  the  lower  contribution  rate  on  self-employment  income  and  on  tips,  as  compared  with 
the  combined  employer-employee  rate. 

2  This  type  of  benefit  is  not  payable  under  this  program. 

3  This  item  includes  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service  and  is  taken  as  an 
offse  t  to  the  benefit  and  administrative  expense  costs. 

(/)  Income  and  outgo  in  near  future 

Under  your  committee's  bill,  benefit  disbursements  under  the  old- 
age,  survivors,  and  disability  insurance  system  will  increase,  over  pres- 
ent law,  by  about  $3.9  billion  for  the  first  full  year  of  operation  of  these 
changes. 

The  contribution  income  for  the  old-age,  survivors,  and  disability 
system  for  1971  is  about  $1.3  billion  lower  under  your  committee's  bill 
than  under  present  law  (as  a  result  of  the  tax  rate  under  the  bill  being 
lower  than  under  present  law — which  more  than  offsets  the  effect  of 
the  higher  maximum  taxable  earnings  base).  However,  when  the  con- 
tribution income  for  the  old-age,  survivors,  and  disability  insurance 
system  and  the  hospital  insurance  system  are  considered  in  combina- 
tion, the  contribution  income  for  1971  is  $2.7  billion  more  under  your 
committee's  bill  than  under  present  law  (due  to  the  effect  of  the  higher 
earnings  base,  since  the  combined  employer-employee  contribution  rate 
for  the  two  programs  considered  in  combination  is  unchanged — 
although  the  self-employed  contribution  rate  for  the  two  programs 
combined  is  slightly  lower) . 

Under  the  program  as  modified  by  your  committee's  bill,  according 
to  this  estimate,  the  old-age  and  survivor's  trust  fund  will  increase 
slowly  during  1970-74,  rising  from  $32.1  billion  at  the  end  of  1970 
to  $38.3  billion  at  the  end  of  1974,  or  at  a  rate  of  $1-2  billion  per  year. 
Then,  in  1975,  when  the  contribution  rates  increase  sharply  (the  com- 
bined employer-employee  rate  going  from  8.4  percent  to  10.0  percent) . 
the  trust  fund  increases  by  $10.4  billion ;  such  large  increases  will  also 
occur  in  the  years  immediately  following  1975.  The  trust  fund  balance 
at  the  end  of  the  year  during  the  period  1970-74  closely  approximates 
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1  year's  outgo  for  benefit  payments.  Table  III  presents  these  short- 
range  estimates. 

TABLE  III— PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND,  SHORT-RANGE  ESTIMATE- 

[In  millions] 


Calendar  year 


Contribu-  Benefit 
tions  payments 


Adminis- 
trative 
expenses 


Railroad 
retirement 
financial 

inter-    Interest  on 
change  2  fund1 


Balance  in 
fund  at  end 
of  year  3 


Actual  data: 

1951   $3,367  $1,885 

1952   3,819  2,194 

1953   3, 945  3, 006 

1954   5, 163  3, 670 

1955   5,713  4,968 

1956   6,172  5,715 

1957   6, 825  7, 347 

1958   7, 566  8, 327 

1959   8, 052  9, 842 

1960   10,866  10,677 

1961   11,285  11,862 

1962...    12,059  13,356 

1963   14,541  14,217 

1964   15,689  14,914 

1965...     .    16,017  16,737 

1966   20,658  18,267 

1967   23,216  19,468 

1968   24,101  22,643 

1969   28,389  24,210 

Estimated  data  (short-range  estimate),  committee  bill: 

1970  *   30,  440  28,  799 

1971   34,133  33,632 

1972   36, 269  35, 263 

1973     37,833  36,525 

1974     39,574  37,827 

1975   48,630  39,156 


$81 


92 
119 
132 
162 
194 
184 
203 
239 
256 
281 
296 
328 
256 
406 
476 
474 

503 
597 
571 
598 
625 
650 


-$21 
-7 
-5 
-2 
124 
282 
318 
332 
361 
423 
403 
436 
444 
508 
438 
491 

523 
562 
679 
732 
730 
731 


$417 
365 
414 
447 
454 
526 
556 
552 
532 
516 
548 
526 
521 
569 
593 
644 
818 
939 

,  165 


1,396 
1,491 
1,583 
1,705 
1,928 
2,303 


$15,  540 
17, 442 
18, 707 
20, 576 
21,663 
22,519 
22, 393 
21,864 
20, 141 
20,  324 

19,  725 
18, 337 
18, 480 
19, 125 
18, 235 

20,  570 
24, 222 
25,  704 
30, 082 

32, 093 
32, 926 
34,  265 
35,948 
38, 268 
48, 664 


1  An  interest  rate  of  4.75  percent  is  used  in  determining  the  level  costs,  under  the  intermediate-cost  long-range  estimates, 
but  in  developing  the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  been  used. 

2  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  railroad  retirement  account,  and  a  positive  figure  indi- 
cates the  reverse. 

3  Not  including  amounts  in  the  railroad  retirement  account  to  the  credit  of  the  old-age  and  survivors  insurance  trust 
fund.  In  millions  of  dollars,  these  amounted  to  $377  for  1953,  $284  for  1954,  $163  for  1955,  $60  for  1956,  and  nothing  for 
1957  and  thereafter. 

4  Estimated  data  for  present  law. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service  and  for 
the  special  benefits  payable  to  certain  noninsured  persons  aged  72  or  over. 

The  disability  insurance  trust  fund  is  estimated  to  increase  by  about 
$0.8  billion  in  1971  under  your  committee's  bill,  and  by  somewhat 
larger  amounts  each  year  thereafter  for  the  next  few  years.  The  bal- 
ance in  the  disability  insurance  trust  fund,  under  your  committee's 
bill,  would  increase  from  $6.3  billion  at  the  end  of  1971  to  $9.0  billion 
at  the  end  of  1974,  and  then  to  $10.9  billion  at  the  end  of  1975;  The 
trust  fund  balance  at  the  end  of  the  year  during  the  period  1970-74 
closely  approximates  2  years'  outgo  for  benefit  payments.  Table  IV 
presents  these  short-range  estimates. 
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TABLE  IV.— PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND,  SHORT-RANGE  ESTIMATE 

[In  millions} 


Railroad 

retirement  Balance 

Adminis-      financial  in  fund 

Contri-        Benefit        trative         inter-  Interest         at  end 

Calendar  year                                butions     payments     expenses      change1  on  fund 2         of  year 


Actual  data : 


1957 

$702 
966 

$57 
249 

$o  

25 

IRAQ 

1,379 

1958    

12 

1959   

891 

457 

50 

-$22 

40 

1,825 

1960  

1,010 

568 

36 

-5 

53 

2, 289 

1961  

1,038 

887 

64 

5 

66 

2, 437 

1962  

1,046 

1,105 

66 

11 

68 

2, 368 

1963  

1,099 

1,210 

68 

20 

66 

2, 235 

1964  

1,154 

1,309 

79 

19 

64 

2,  047 

1965  

1,188 

1,573 

90 

24 

59 

1,606 

1966  

2,022 

1,784 

137 

25 

58 

1,739 

1967  

2,302 

1,950 

109 

31 

78 

2,029 

1968  

3, 348 

2,311 

127 

20 

106 

3,025 

1969  

3,615 

2,  557 

138 

21 

177 

4,100 

Estimated  data  (short-range  estimate), 

committee  bill: 

1970s  

4,  468 

3,  093 

169 

18 

259 

5, 547 

1971  

4,154 

3,480 

184 

17 

321 

6, 341 

1972  

4, 324 

3, 674 

182 

24 

361 

7,146 

1973  

4,517 

3, 824 

192 

30 

411 

8, 028 

1974  

4, 731 

3, 971 

199 

30 

469 

9, 028 

1975  

5,716 

4,113 

208 

30 

547 

10, 940 

1  A  negative  figure  indicates  payment  to  the  trust  fund  from  the  railroad  retirement  account,  and  a  positive  figure  indi- 
cates the  reverse. 

2  An  interest  rate  of  4.75  percent  is  used  in  determining  the  level-costs  under  the  intermediate-cost  long-range  estimates 
but  in  developing  the  progress  of  the  trust  fund  a  varying  rate  in  the  early  years  has  been  used. 

3  Estimated  data  for  present  law. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service. 

(g)  Long-range  operations  of  OAS  I  trust  fund 

Table  V  gives  the  estimated  operations  of  the  old-age  and  survivors 
insurance  trust  fund  under  the  program  as  it  would  be  changed  by 
your  committee's  bill  for  the  long-range  future,  based  on  the  inter- 
mediate-cost estimate.  It  will,  of  course,  be  recognized  that  the  figures 
for  the  next  two  or  three  decades  are  the  most  reliable  (under  the 
assumption  of  level-earnings  trends  in  the  future)  since  nearly  all  of 
the  populations  concerned — both  covered  workers  and  beneficiaries — 
are  already  born.  As  the  estimates  proceed  further  into  the  future, 
there  is,  of  course,  much  more  uncertainty. 

In  every  year  after  1969  for  the  next  25  years,  contribution  income 
under  the  system  as  it  w^ould  be  modified  by  your  committee's  bill  is 
estimated  to  exceed  old-age  and  survivors  insurance  benefit  disburse- 
ments. Even  after  the  benefit-outgo  curve  rises  ahead  of  the  contribu- 
tion-income curve,  the  trust  fund  will  nonetheless  continue  to  increase 
because  of  the  effect  of  interest  earnings  (  which  more  than  meet  the 
administrative  expense  disbursements  and  any  financial  interchanges 
with  the  railroad  retirement  program).  As  a  result,  this  trust  fund 
is  estimated  to  grow  steadily  under  the  intermediate  long-range  cost 
estimate  (with  a  level-earnings  assumption),  reaching  $69  billion  in 
1980  and  about  $188  billion  at  the  end  of  this  century.  The  trust  fund 
is  shown  as  being  exhausted  in  about  65  years,  which  results  from  the 
small  lack  of  actuarial  balance,  as  indicated  previously. 
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TABLE  V.— ESTIMATED  PROGRESS  OF  OLD-AGE  AND  SURVIVORS  INSURANCE  TRUST  FUND  UNDER  SYSTEM  AS 
MODIFIED  BY  H.R.  17550,  LONG-RANGE  INTERMEDIATE-COST  ESTIMATE 

[In  millions] 


Adminis-  Balance  in 

Benefit  trative      Interest  on  fund  at 

Calendar  year  Contributions      payments  >        expenses  fund       end  of  year 


1980     $51,515  $44,215  $674  $2,755  $68,841 

1985   54,149  51,198  728  4,639  108,462 

1990   58,248  58,464  783  5,987  137,324 

1995   62,723  64,633  831  7,038  160,256 

2000   67,758  68,556  868  8,275  188,462 

2025   88,  162  114,090  1,276  10,873  237,590 

2040   101,283  132,683  1,470  (2)  (2) 


1  Includes  effect  of  financial  interchange  with  railroad  retirement  system. 

2  Fund  exhausted  in  2035. 

Note:  Contributions  include  reimbursement  for  additional  cost  of  noncontributory  credit  for  military  service  before 
1957.  No  account  is  taken  in  this  table  of  the  outgo  for  the  special  benefits  payable  to  certain  noninsured  persons  aged  72 
or  over  or  for  the  additional  benefits  payable  on  the  basis  of  noncontributory  credit  for  military  service  after  195S— or  of 
the  corresponding  reimbursement  therefor,  which  is  exactly  counterbalancing  from  a  long-range  cost  standpoint. 

(h)  Long-range  operations  of  DI  trust  fund 

The  disability  insurance  trust  fund,  under  the  program  as  it  would 
be  changed  by  your  committee's  bill,  grows  slowly  but  steadily  after 
1969,  according  to  the  intermediate  long-range  cost  estimate,  as  shown 
by  table  VI.  In  1980,  it  is  shown  as  being  $15  billion,  while  in  1990, 
the  corresponding  figure  is  $28  billion.  There  is  a  small  excess  of  con- 
tribution income  over  benefit  disbursements  for  every  year  after  1969 
for  the  next  25  years. 

TABLE  VI.— ESTIMATED  PROGRESS  OF  DISABILITY  INSURANCE  TRUST  FUND  UNDER  SYSTEM  AS  MODIFIED  BY 
H.R.  17550,  LONG-RANGE  INTERMEDIATE-COST  ESTIMATE 

[In  millions] 


Balance  in 

Benefit     Administra-         Interest      fund  at  end 
Calendar  year  Contributions      payments1  tive  expenses         on  fund  of  year 


1980   $6,072  $5,058  $190  $618  $14,578 

1985   6,465  5,877  199  938  21,455 

1990   6,882  6,519  210  1,251  28,313 

1995   7,412  7,293  227  1,581  35,532 

2000   8,012  8,345  257  1,899  42,420 

2025   10,390  12,118  369  2,182  48,279 

2040   11,933  14,235  434  2,109  46,575 


1  Includes  effect  of  financial  interchange  provision  with  railroad  retirement  system. 

Note:  Contributions  include  reimbursementfor  additional  cost  of  noncontributory  credit  for  military  service  before  1957  . 
No  account  is  taken  in  this  table  of  the  outgo  for  the  additional  benefits  payable  on  the  basis  of  noncontributory  credit  for 
military  service  after  1956— or  of  the  corresponding  reimbursement  therefor,  which  is  exactly  counterbalancing  from  a 
long-range  cost  standpoint. 

Table  VII  shows  the  estimated  costs  of  the  old-age  and  survivors 
insurance  benefits  and  of  the  disability  insurance  benefits  under  the 
program  as  it  would  be  changed  by  your  committee's  bill  as  a  per- 
centage of  taxable  payroll  for  various  future  years,  through  the  year 
2040,  and  also  the  level-costs  of  the  two  programs. 
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TABLE  VII. — ESTIMATED  COST  OF  BENEFIT  PAYMENTS  OF  OLD-AGE,  SURVIVORS,  AND  DISABILITY  INSURANCE 
SYSTEM  AS  PERCENT  OF  TAXABLE  PAYROLL,!  UNDER  SYSTEM  AS  MODIFIED  BY  COMMITTEE  BILL 


Old-age  and 

survivors  Disability 
insurance       insurance  Total 


Calendar  year  benefits         benefits  benefits 


1980   8.32  0.96  9.28 

1985   9.09  1.05  10.14 

1990   9.78  1.10  10.88 

1995   10.07  1.14  11.21 

2000   9.91  1.21  11.12 

2025   12.71  1.35  14.06 

2040   12.87  1.38  14.25 

Level-cost  2   9.41  1.10  10.51 


1  Taking  into  account  the  lower  contribution  rate  for  self-employment  income  and  tips,  as  compared  with  the  combined 
employer-employee  rate. 

2  Level  contribution  rate,  at  an  interest  rate  of  4.75  percent  benefits  after  1969  taking  into  account  interest  on  the  trust 
fund  on  December  31,  1969,  future  administrative  expenses,  the  railroad  retirement  financial  interchange  provisions, 
and  the  reimbursement  of  noncontributory  military-wage-credits  cost. 

B.  ACTUARIAL  COST  ESTIMATES  FOR  THE  HOSPITAL  INSURANCE  SYSTEM 

( a)  Summary  of  actuarial  cost  estimates 

The  hospital  insurance  system,  as  modified  by  your  committee's  bill, 
has  an  estimated  cost  for  benefit  payments  and  administrative  expenses 
that  is  in  close  long-range  balance  with  contribution  income.  It  is  rec- 
ognized that  the  preparation  of  cost  estimates  for  hospitalization  and 
related  benefits  is  much  more  difficult  and  is  much  more  subject  to 
variation  than  cost  estimates  for  the  cash  benefits  of  the  old-age,  sur- 
vivors, and  disability  insurance  system.  This  is  so  not  only  because  the 
hospital  insurance  program  is  relatively  new,  with  little  past  operating 
experience,  but  also  because  of  the  greater  number  of  variable  factors 
involved  in  a  service-benefit  program  than  in  a  cash-benefit  one.  How- 
ever, your  committee  believes  that  the  present  cost  estimates  are  made 
under  reasonable  assumptions  with  respect  to  all  foreseeable  factors. 

New  long-range  actuarial  cost  estimates  for  the  hospital  insurance 
system  have  recently  been  prepared.  They  show  a  significantly  higher 
benefit  cost  than  the  previous  estimates,  which  were  used  as  the  basis 
for  the  1967  amendments. 

These  new  cost  estimates  are  based  on  revised  assumptions  as  to  the 
many  factors  involved  in  the  hospital  insurance  program.  Based  on 
actual  recent  experience,  the  assumptions  include  higher  unit  costs  in 
the  future  for  hospital  and  other  services  covered  by  the  program,  an 
increasing  trend  in  utilization  of  services,  and  somewhat  higher 
increases  in  covered  earnings  that  are  subject  to  contributions.  A 
detailed  presentation  of  the  new  assumptions  is  contained  in  "Actuarial 
Study  No.  71,"  issued  by  the  Social  Security  Administration,  Depart- 
ment of  Health,  Education,  and  Welfare,  but  some  information  on 
these  matters  is  presented  in  the  subsequent  discussion  here. 

( b )  Financing  policy 

(1)  Financing  basis  of  II. R.  17550 
The  contribution  schedule  contained  in  your  committee's  bill  for  the 
hospital  insurance  program,  under  a  $9,000  taxable  earnings  base 
beginning  in  1971,  is  as  follows,  as  compared  with  that  of  present  law : 
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[Percent] 


Combined  employer-employee        Self-employed  rate 
rate 


Present  Present 


Calendar  year  law       H.R.  17550  law        H.R.  17550 


1970   1.2  1.2  0.60  0.6 

1971-72   1.2  2.0  .60  1.0 

1973-75   1.3  2.0  .65  1.0 

1976-79   1.4  2.0  .70  1.0 

1980-86   1.6  2.0  .80  1.0 

1987  and  after   1.8  2.0  .90  1.0 


Your  committee's  bill  lias  not  changed  the  benefit  protection  pro- 
vided by  the  hospital  insurance  program.  However,  the  bill  does  con- 
tain a  number  of  provisions  which  are  intended  to  reduce  the  cost  of 
the  program.  Among  these  provisions  are  the  elimination  of  payments 
to  certain  providers  of  services  who  have  abused  the  program,  the  limi- 
tation of  the  payments  to  certain  providers  of  services  who  furnish 
services  which  are  determined  to  be  unduly  expensive,  certain  limita- 
tions on  financial  participation  for  supporting  unnecessary  capital 
expenditures,  the  possibility  of  increased  economy  under  prospective- 
reimbursement  experiments  and  demonstration  projects,  the  limitation 
of  reimbursement  to  customary  Charges  in  certain  instances  when  these 
are  less  than  reasonable  cost,  and  the  requirement  of  reasonable  insti- 
tutional planning.  No  recognition  of  the  effect  of  these  cost-reduction 
changes  has  been  made  in  the  actuarial  cost  estimates,  because  it  is  not 
possible  to  quantify  them;  accordingly,  any  savings  resulting  repre- 
sents a  small  safety  margin  in  the  cost  estimates. 

An  important  change  made  by  your  committee's  bill  would  permit 
individuals  to  obtain  their  medicare  coverage  (both  hospital  insurance 
and  supplementary  medical  insurance)  through  a  health  maintenance 
organization  (a  group  practice  prepayment  plan  or  other  capitation 
plan).  In  such  instances,  the  medicare  program  would  pay  for  such 
coverage  on  a  capitation  basis  determined  by  actuarial  methods,  but 
not  to  exceed  95  percent  of  the  amount  that,  according  to  actuarial 
estimates  (which  would  take  into  account  such  factors  as  age  and  sex 
of  the  enrollees,  geographical  location  of  the  organization,  and  se- 
lection and  enrollment  rules  of  the  organization),  would  otherwise 
have  been  payable  with  respect  to  such  persons  if  they  had  not  been 
members  of  such  organizations. 

No  valid  experience  under  the  medicare  program  is  available  for 
the  purpose  of  making  any  cost  estimates  of  the  effect  of  this  provision. 
To  the  extent  that  adequate  actuarial  analysis  can  be  made  in  the 
future  as  to  the  actual  operation  of  these  health  maintenance  organiza- 
tions, there  could  be  a  significant  reduction  in  the  long-run  cost  of  the 
medicare  program. 

In  the  early  years  of  operation,  however,  there  might  be  slightly 
increased  program  costs,  because  the  relatively  few  organizations  of 
this  type  now  in  existence  are  being  reimbursed  only  their  actual  costs, 
whereas  under  the  provisions  of  your  committee's  bill,  they  would,  in 
the  future,  be  reimbursed  somewhat  more  than  costs  (although  possi- 
bly less  than  would  have  been  paid  with  respect  to  the  participating 
individuals  if  they  had  not  belonged  to  such  an  organization).  On  the 
other  hand,  if  such  organizations  can  supply  the  covered  services  at 
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a  lower  cost  than  what  would  otherwise  prevail,  then  in  the  future,  if 
more  of  these  organizations  are  formed,  there  could  be  a  significant 
net  savings  to  the  program.  Accordingly,  the  actuarial  cost  estimates 
have  not  been  modified  to  reflect  the  possible  cost  aspects  of  this  pro- 
vision for  a  different  reimbursement  basis  for  health  maintenance 
organizations. 

Your  committee's  bill  also  contains  a  provision  that  would  eliminate 
payments  under  the  medicare  program  for  services  covered  by  the  Fed- 
eral employees  health  benefits  plan,  beginning  in  1972,  unless  such 
plan  is  modified  to  make  available  coverage  supplementary  to  that 
under  the  medicare  program.  For  the  purposes  of  the  actuarial  cost  es- 
timates, no  account  is  taken  of  any  possible  reduction  in  benefit  pay- 
ments under  the  medicare  program  on  this  account,  because  of  the  like- 
lihood that  such  modification  will  occur. 

Your  committee's  bill  provides  an  opportunity  for  persons  who  are 
not  otherwise  eligible  under  the  hospital  insurance  program  to  enroll, 
on  a  voluntary  basis,  and  then  to  pay  the  estimated  full  cost  of  the 
benefit  protection  thus  made  available.  Such  voluntary  elective  indi- 
vidual coverage  can  also  be  obtained  by  States  and  other  organizations 
on  a  group  basis  for  their  retired  employees  aged  65  and  over  who  are 
not  otherwise  protected  under  the  hospital  insurance  program. 

The  actuarial  cost  estimates  presented  in  this  report  do  not  take  into 
account  the  effect  of  this  provision  for  voluntary  coverage  of  otherwise 
ineligible  persons,  since  it  is  not  possible  to  estimate  how  many  of  the 
approximately  250,000  persons  eligible  to  so  elect  will  actually  do  so  ; 
of  these  250,000  persons,  about  145,000  are  covered  under  the  Federal 
Employees  Health  Benefits  plan  and  so  are  unlikely  to  elect  the  volun- 
tary hospital  insurance  under  the  bill.  Thus,  approximately  100,000 
persons  are  really  potentially  eligible  to  elect.  Furthermore,  if  the 
premium  rate,  which  has  been  actuarially  estimated  at  $27  per  month 
for  the  first  1%  years  of  operation,  is  adequate,  there  will  be  no  net 
effect  on  the  financial  operations  of  the  total  program.  In  any  event, 
whether  or  not  such  experience  is  favorable,  there  will  be  relatively 
little  effect  on  the  financial  operations  of  the  program,  because  of  the 
small  number  of  persons  likely  to  be  involved. 

The  hospital  insurance  program  is  completely  separate  from  the 
old-age,  survivors,  and  disability  insurance  system  in  several  ways, 
although  the  earnings  base  is  the  same  under  both  programs.  First, 
the  schedules  of  tax  rates  for  old-age,  survivors,  and  disability  insur- 
ance and  for  hospital  insurance  are  in  separate  subsections  of  the 
Internal  Eevenue  Code  (unlike  the  situation  for  old-age  and  survivors 
insurance  as  compared  with  disability  insurance,  where  there  is  a 
single  tax  rate  for  both  programs,  but  an  allocation  thereof  into  two 
portions) .  Second,  the  hospital  insurance  program  has  a  separate  trust 
fund  (as  is  also  the  case  for  old-age  and  survivors  insurance  and  for 
disability  insurance)  and,  in  addition,  has  a  separate  Board  of  Trustees 
from  that  of  the  old-age,  survivors,  and  disability  insurance  system. 
Third,  income  tax  withholding  statements  (forms  W-2)  show  the 
proportion  of  the  total  contribution  for  old-age,  survivors,  and  dis- 
ability insurance  and  for  hospital  insurance  that  is  with  respect  to  the 
latter.  Fourth,  the  hospital  insurance  program  covers  railroad  em- 
ployees directly  in  the  same  manner  as  other  covered  workers,  and  their 
benefit  payments  are  paid  directly  from  this  trust  fund  (rather  than 
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directly  or  indirectly  through  the  railroad  retirement  system) ,  whereas 
these  employees  are  not  covered  by  old-age,  survivors,  and  disability 
insurance  (except  indirectly  through  the  financial  interchange  pro- 
visions). Fifth,  the  financing  basis  for  the  hospital  insurance  system 
is  determined  under  a  different  approach  than  that  used  for  the  old- 
age,  survivors,  and  disability  insurance  system,  reflecting  the  different 
natures  of  the  two  programs  (by  assuming  rising  earnings  levels  and 
rising  hospitalization  costs  in  future  years,  instead  of  level-earnings 
assumptions  and  by  making  the  estimates  for  a  25-year  period  rather 
than  a  75-year  one).  Sixth,  the  contribution  rate  for  self-employed 
persons  is  the  same  as  for  employees,  whereas  under  old-age,  survivors, 
and  disability  insurance,  the  self-employed  pay  50  percent  more  at 
the  present  time. 

(2)  Self-supporting  nature  of  system 

Just  as  has  always  been  the  case  in  connection  with  the  old-age, 
survivors,  and  disability  insurance  system,  your  committee  has  very 
carefully  considered  the  cost  aspects  of  the  present  hospital  insurance 
system  and  proposed  changes  therein.  In  the  same  manner,  your  com- 
mittee believes  that  this  program  should  be  completely  self-supporting 
from  the  contributions  of  covered  individuals  and  employers  (the 
transitional  uninsured  group  covered  by  this  program  have  their  bene- 
fits, and  the  resulting  administrative  expenses,  completely  financed 
from  general  revenues).  Accordingly,  your  committee  very  strongly 
believes  that  the  tax  schedule  in  the  law  should  make  the  hospital  insur- 
ance system  self-supporting  over  the  long  range  as  nearly  as  can  be 
foreseen,  and  thus  actuarially  sound. 

(3)  Actuarial  soundness  of  system 

The  concept  of  actuarial  soundness  as  it  applies  to  the  hospital 
insurance  system  is  somewhat  similar  to  that  concept  as  it  applies  to 
the  old-age,  survivors,  and  disability  insurance  system  (see  discussion 
of  this  topic  in  another  section),  but  there  are  important  differences. 

One  major  difference  in  this  concept  as  it  applies  between  the  two 
different  systems  is  that  cost  estimates  for  the  hospital  insurance  pro- 
gram should  desirabty  be  made  over  a  period  of  only  25  years  in  the 
future,  rather  than  75  years  as  in  connection  with  the  old-age,  survivors, 
and  disability  insurance  program.  A  shorter  period  for  the  hospital 
insurance  program  is  necessary  because  of  the  greater  difficulty  in 
making  forecast  assumptions  for  a  service  benefit  than  for  a  cash  bene- 
fit. Although  there  is  reasonable  likelihood  that  the  number  of  benefi- 
ciaries aged  65  and  over  will  tend  to  increase  over  the  next  75  years 
when  measured  relative  to  covered  population  (so  that  a  period  of  this 
length  is  both  necessary  and  desirable  for  studying  the  cost  of  the  cash 
benefits  under  the  old-age,  survivors,  and  disability  insurance  pro- 
gram) ,  it  is  far  more  difficult  to  make  reasonable  assumptions  as  to  the 
trends  of  medical  care  costs  and  practices  for  more  than  25  years  in  the 
future. 

It  seems  desirable  to  your  committee  that  the  hospital  insurance  pro- 
gram should  be  in  close  actuarial  balance.  In  order  to  accomplish  this 
result,  your  committee  has  revised  the  contribution  schedule  to  meet 
this  requirement,  according  to  the  underlying  cost  estimates. 
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(c)  Hospitalization  data  and  assumptions 

(1)  Past  increases  in  hospital  costs  mid  in  earnings 
Table  A  presents  a  summary  comparison  of  the  annual  increases  in 
hospital  costs  and  the  corresponding  increases  in  wages  that  have  oc- 
curred since  1955  and  up  through  1969. 

TABLE  A.— COMPARISON  OF  ANNUAL  INCREASES  IN  HOSPITAL  COSTS  AND  IN  EARNINGS 

[Percent] 


Increase  over  previous  year 

Average  Average 

wages  in  daily 

covered  hospitalization 

employment  i  costs 2 

Calendar  year 


1956   5. 7  4. 5 

1957   5. 5  7. 7 

1958   3. 3  8. 6 

1959    3.3  6.8 

1960   4.3  6.8 

1961  .   3.1  8.5 

1962  _   4.2  5.3 

1963   2.4  5.6 

1964   3. 1  6. 9 

1965   1.6  7.0 

1966   4.4  8.3 

1967   6.3  12.3 

1968   7.0  13.5 

1969   6.0  3  14.0 

Average  for  1956-65   3. 6  6.  8 

Average  for  1966-69   5.9  12.0 


1  Data  are  for  calendar  years  (based  on  experience  in  1st  quarter  of  year). 

2  Data  are  for  fiscal  years  ending  in  September  of  year  shown.  Data  are  from  American  Hospital  Association,  and  "hos- 
pitalization costs"  represents  total  hospital  expense  per  patient  day. 

3  Preliminary  estimate  made  by  Social  Security  Administration. 

The  annual  increases  in  earnings  are  based  on  those  in  covered  em- 
ployment under  the  old-age,  survivors,  and  disability  insurance  system 
as  indicated  by  first  quarter  taxable  wages,  which  by  and  large  are  not 
affected  by  the  maximum  taxable  earnings  base.  The  data  on  increases 
in  hospital  costs  are  based  on  a  series  of  average  daily  expense  per 
patient  day  (including  not  only  room  and  board,  but  also  other  inpa- 
tient charges  and  other  expenditures  of  hospitals)  prepared  by  the 
American  Hospital  Association. 

The  annual  increases  in  earnings  fluctuated  somewhat  over  the  period 
up  through  1965,  although  there  were  not  very  large  deviations  from 
the  average  annual  rate  of  3.6  percent ;  no  upward  or  downward  trend 
over  the  period  is  discernible.  The  annual  increases  in  hospital  costs 
likewise  fluctuated  from  year  to  year  during  this  period,  around  the 
average  annual  rate  of  6.8  percent. 

During  the  period  1955-65,  hospital  costs  increased  at  a  faster  rate 
than  earnings.  The  differential  between  these  two  rates  of  increase  fluc- 
tuated widely,  being  as  high  as  somewhat  more  than  5  percent  in  some 
years  and  as  low  as  a  negative  differential  of  about  1  percent  in  1956 
(with  the  next  lowest  differential  being  a  positive  one  of  about  1  per- 
cent in  1962).  Over  the  entire  10-year  period,  the  differential  between 
the  average  annual  rate  of  increase  in  hospital  costs  over  the  average 
annual  rate  of  increase  in  earnings  was  3.2  percent  . 

Following  1965,  however,  both  earnings  and  hospital  costs  have 
risen  sharply,  the  former  at  a  rate  of  about  6  percent  per  year  and 
the  latter  at  about  12  percent  per  year.  Thus,  the  differential  rate 
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of  increase  of  hospital  costs  as  against  earnings  was  about  6  percent 
•per  year  during  1966-69,  as  compared  with  3  percent  in  the  preceding 
decade.  Or,  to  put  it  another  way,  in  the  past  15  years,  hospital  costs 
have  increased  at  double  the  rate  that  earnings  m  general  have.  No 
change  in  this  relationship  is  evident  currently,  so  that  relatively  high 
increases  in  hospital  costs  seem  likely  in  at  least  the  next  few  years. 

Your  committee  was  advised  by  the  Department  of  Health,  Educa- 
tion, and  Welfare  that,  in  the  future,  after  the  next  few  years,  earnings 
are  estimated  to  increase  at  a  rate  of  about  4  percent  per  year.  It  is 
much  more  difficult  to  predict  what  the  corresponding  increase  in  hos- 
pital costs  will  be. 

{2)  Effect  on  cost  estimates  of  rising  hospital  costs 

A  major  consideration  in  making  cost  estimates  for  hospital  bene- 
fits, then,  is  how  long  and  to  what  extent  the  tendency  of  hospital  costs 
to  rise  more  rapidly  than  the  general  earnings  level  will  continue  in 
the  future,  and  whether  or  not  it  may,  in  the  long  run,  be  counter- 
balanced by  a  trend  in  the  opposite  direction.  Some  factors  to  consider 
are  the  relatively  low  wages  of  hospital  employees  (which  have  been 
rapidly  "catching  up"  with  the  general  level  of  wages  and  obviously 
may  be  expected  to  "catch  up"  completely  at  some  future  date,  rather 
than  to  increase  indefinitely  at  a  more  rapid  rate  than  wages  gen- 
erally) and  the  development  of  new  medical  techniques  and  pro- 
cedures, with  resultant  increased  expense. 

In  connection  with  this  latter  factor,  there  are  possible  counterbal- 
ancing factors.  The  higher  costs  involved  for  more  refined  and  exten- 
sive treatments  may  be  offset  by  the  development  of  out-of-hospital 
facilities,  shorter  durations  of  hospitalization,  and  less  expense  for 
subsequent  curative  treatments  as  a  result  of  preventive  measures. 
Also,  it  is  possible  that  at  some  time  in  the  future,  the  productivity 
of  hospital  personnel  will  increase  significantly  as  the  result  of  changes 
in  the  organization  of  hospital  services  or  for  other  reasons,  so  that,  as 
in  other  fields  of  economic  activity,  the  general  wage  level  might  in- 
crease more  rapidly  than  hospitalization  prices  in  the  long  run. 

Perhaps  the  major  consideration  in  making  actuarial  cost  estimates 
for  hospital  benefits  is  that — unlike  the  situation  in  regard  to  cost 
estimates  for  monthly  cash  benefits,  where  the  result  is  the  opposite — 
an  unfavorable  cost  result  is  shown  when  total  earnings  levels  rise, 
unless  the  financing  provisions  of  the  system  are  kept  up  to  date  (inso- 
far as  the  maximum  taxable  earnings  base  is  concerned).  The  reason 
for  this  result  is  that  hospital  costs  rise  at  least  at  the  same  rate  over 
the  long  run  as  the  total  earnings  level,  whereas  the  contribution  in- 
come rises  less  rapidly,  unless  the  earnings  base  is  kept  up  to  date, 
than  the  total  earnings  level. 

For  these  reasons,  the  cost  estimates  were  previously  based  on  the 
assumption  that  both  hospital  costs  and  the  general  level  of  earnings 
will  increase  in  the  future  for  the  entire  25-year  period  considered, 
while  at  the  same  time  the  earnings  base  will  not  change.  The  present 
cost  estimates  no  longer  assume  that  the  maximum  taxable  earnings 
base  will  not  change,  but  rather  that  it  will  be  kept  up  to  date,  by 
periodic  legislative  revisions,  with  changes  in  the  general  level  of 
earnings ;  such  situation  has  been  the  case  for  the  last  two  decades,  and 
it  seems  reasonable  that  it  will  continue  in  the  future. 
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Your  committee  believes  that  such  a  less  conservative  assumption, 
resulting  in  a  reduced  safety  margin,  is  now  justifiable  and  proper. 
Initially,  such  a  safety  factor  was  needed  when  there  was  no  firm  indi- 
cation of  what  the  actual  near-future  experience  would  be.  Now,  good 
data  are  available  as  to  the  actual  current  experience,  and  so  such  a 
margin  is  no  longer  necessary  if  adequately  reasonable  assumptions 
are  adopted  as  to  future  trends  of  unit  costs  of  services  and  of  utiliza- 
tion of  services.  Quite  obviously,  if  the  earnings  base  is  not  changed  in 
the  future  to  keep  it  up  to  date  in  this  manner,  and  if  the  actual  expe- 
rience develops  in  line  with  the  assumptions  made  in  the  actuarial  cost 
estimates,  then  higher  contribution  rates  than  now  provided  under 
your  committee's  bill  would  be  necessarv. 

The  fact  that  the  cost-sharing  provisions  (the  initial  hospital  de- 
ductible and  the  coinsurance  features)  are  on  a  dynamic  basis  which 
varies  with  hospital  costs  is  taken  into  account  as  not  requiring  a  higher 
cost  estimate  than  would  be  needed  if  static  conditions  were  assumed. 

(S)  Assumptions  as  to  relative  trends  of  hospital  costs  and  earn- 
ings underlying  cost  estimate  for  II. R.  17550 

As  indicated  previously,  your  committee  very  strongly  believes  that 
the  financing  basis  of  the  hospital  insurance  program  should  be 
developed  on  a  conservative  basis.  For  the  reasons  brought  out,  the 
cost  estimates  should  not  be  developed  on  a  level-earnings  basis,  but 
rather  they  should  assume  dynamic  conditions  as  to  both  earnings 
levels  and  hospitalization  costs.  Accordingly,  it  seems  appropriate 
to  make  cost  projections  for  only  25  years  in  the  future  and  to  develop 
the  financing  necessary  for  only  this  period  (but  with  a  resulting  trust 
fund  balance  at  the  end  of  the  period  equal  to  about  1  year's  disburse- 
ments) .  Although  the  trend  of  beneficiaries  aged  65  and  over  relative 
to  the  working  population  will  undoubtedly  move  in  an  upward  direc- 
tion after  25  years  from  now,  it  seems  impossible  to  predict  what  the 
trend  of  medical  costs  and  what  hospital-utilization  and  medical-prac- 
tice trends  will  be  in  the  distant  future. 

The  assumptions  as  to  the  short-term  trend  of  hospital  costs  for  the 
cost  estimates  presented  here  are  shown  in  table  B. 

Table  B. — Assumptions  as  to  future  rates  of  increase  in  hospital  costs 


Calendar  year :  <in  percent) 

1969    15.0 

1970   -   14.0 

1971    13.0 

1972    11.5 

1973    10.0 

1974    8.5 

1975    7.0 

1976    6.0 

1977    5.0 

1978  and  after   4.  0 


(4)  Assumptions  as  to  hospital  utilisation  rates  underlying  cost 
estimates  for  II. R.  17550 
The  hospital  utilization  assumptions  for  the  cost  estimates  in  this 
report  are  founded  on  the  hypothesis  that  current  practices  in  this 
field  will  not  change  even  more  in  the  future  than  past  experience 
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has  indicated.  In  other  words,  no  account  is  taken  of  the  possibility 
that  there  will  be  a  drastic  change  in  philosophy  as  to  the  best  medical 
practices,  so  as,  for  example,  to  utilize  in-hospital  care  to  a  much 
greater  extent  than  is  now  the  case. 

The  hospital  utilization  rates  used  for  the  cost  estimates  for  your 
committee's  bill  are  based  on  the  actual  experience  of  the  program  in 
1968,  with  assumed  increases  of  1  to  2  percent  per  year  for  the  next 
decade. 

(5)  Assumptions  as  to  hospital  per  diem  rates  underlying  cost 
estimates  for  H.R.  17550 
The  average  daily  hospital  reimbursement  rate  by  the  program  for 
1968  (i.e.  not  including  the  cost-sharing  payments  made  by  the  bene- 
ficiaries) was  about  $48.  This  was  projected  for  future  years  in  the 
manner  described  previously. 

(ol)  Results  of  cost  estimates 

( 1 )  Summary  of  cost  estimate  for  H.R.  17550 
The  level-cost  of  the  benefits  and  administrative  expenses  under 
present  law  is  estimated  at  2.06  percent  of  taxable  payroll  under  the 
assumption  that  the  earnings  base  will  be  changed,  after  1970,  to  keep 
up  to  date  with  the  general  level  of  earnings  (as  the  increase  to  $9,000 
in  1971  in  your  committee's  bill  does).  Such  level-cost  would  be  2.79 
percent  of  taxable  payroll  if  it  were  assumed  that  the  earnings  base 
would  remain  fixed  at  $7,800  over  the  entire  25-year  valuation  period — 
the  assumption  underlying  previous  actuarial  evaluation  of  the 
program. 

Under  the  rising-earnings-base  assumption,  the  level-equivalent  of 
the  graded  contribution  schedule  under  present  law  is  1.56  percent  of 
taxable  payroll  and  the  level-equivalent  value  of  the  existing  trust 
fund  is  0.02  percent  of  taxable  payroll,  so  that  there  is  a  lack  of  actu- 
arial balance  under  present  law,  using  the  revised  estimates  of  hospital 
cost  trends  and  the  other  revised  cost  factors,  amounting  to  0.48  per- 
cent of  taxable  payroll.  Under  the  assumption  that  the  earnings  base 
remains  level  in  the  future  at  the  $7,800  amount  specified  in  present 
law  (the  assumption  which  has  heretofore  been  made  in  setting  the 
contribution  schedule),  the  level-equivalent  of  the  contribution  sched- 
ule is  1.52  percent  of  taxable  payroll,  and  the  level-equivalent  of  the 
existing  trust  fund  is  0.03  percent  of  taxable  payroll,  so  that  then  the 
actuarial  balance  would  be  — 1.24  percent  of  taxable  payroll. 

Under  your  committee's  bill,  there  would  be  additional  financing 
for  the  program,  both  through  the  increase  in  the  earnings  base  to 
$9,000,  effective  in  1971,  and  through  increasing  the  rates  in  the  con- 
tribution schedule.  Thus,  the  new  contribution  schedule  (which  has  a 
level-equivalent  value  of  1.98  percent  of  taxable  payroll)  would,  under 
the  current  cost  estimate,  adequately  finance  the  program,  whose  ac- 
tuarial balance  would  then  be  —  0.06  percent  of  taxable  payroll. 

Table  C  traces  through  the  actuarial  balance  of  the  hospital  insur- 
ance system  from  its  situation  under  present  law,  according  to  the 
latest  estimate,  to  that  under  your  committee's  bill,  determined  as  of 
January  1, 1970. 
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TABLE  C. — CHANGES  IN  ACTUARIAL  BALANCE  OF  HOSPITAL  INSURANCE  SYSTEM,  EXPRESSED  IN  TERMS  OF 
ESTIMATED  LEVEL-COST  AS  PERCENTAGE  OF  TAXABLE  PAYROLL,  INTERMEDIATE-COST  ESTIMATE,  PRESENT 
LAW  AND  H.R.  17550 

[Percent] 


Level-cost  or  level-equivalent 

Item 

Contributions 

Benefit 
payments  i 

Existing 
trust  fund 

Actuarial 
balance 

Present  law,  level  $7,800  earnings  base  

Present  law,  increasing  earnings  base2   

Committee  bill,  increasing  earnings  base2  

1.52 
1.56 
1.98 

2.  79 
2.  06 
2. 06 

0.  03 
.02 
.02 

-1.24 
-.48 
-.06 

1  Including  also  the  administrative  expenses. 

2  The  cost  estimate  is  made  under  the  assumption  that  the  maximum  taxable  earnings  base  will  be  kept  up  to  date 
after  1970,  so  that  approximately  the  same  proportion  of  the  total  payroll  in  covered  employment  will  be  taxable  as  was 
the  case  under  the  $7,800  base  in  1968.  This  would  produce  a  base  of  $9,000  in  1971  (as  in  your  committee's  bill)  and, 
under  the  assumptions  made  as  to  future  changes  in  earnings  levels,  $10,200  in  1973  (if  changed  then),  and  similarly 
$10,800  in  1975,  $12,000  in  1977,  etc.,  to  $22,200  in  1993. 

The  cost  for  the  persons  who  are  blanketed-in  for  the  hospital  and 
related  benefits  is  met  from  the  general  fund  of  the  Treasury  (with 
the  financial  transactions  involved  passing  through  the  hospital 
insurance  trust  fund).  The  costs  so  involved,  along  with  the  financial 
transactions,  are  not  included  in  the  preceding  cost  analysis,  although 
they  are  shown  in  the  following  discussion  of  the  progress  of  the  hos- 
pital insurance  trust  fund.  A  later  portion  of  this  section,  discusses 
these  costs  for  the  blanketed-in  group. 

(2)  Future  operations  of  hospital  insurance  trust  fund 
Table  D  shows  the  estimated  operation  of  the  hospital  insurance 
trust  fund  under  present  law  (assuming  no  change  in  the  $7,800  earn- 
ings (base),  while  table  E  gives  similar  figures  for  your  committee's 
bill  (under  the  assumption  that  the  $9,000  earnings  base  effective  in 
1971  will  be  kept  up  to  date  with  rising  earnings  levels  in  the  future). 

Under  present  law,  outgo  exceeds  income  for  every  year  after  1969. 
As  a  result,  the  trust  fund  is  shown  as  being  exhausted  in  mid-1972. 
According  to  this  estimate,  under  your  committee's  bill  the  balance 
in  the  trust  fund  would  grow  steadily  in  the  future,  increasing  from 
about  $2.2  billion  at  the  end  of  1970  to  $14.2  billion  5  years  later ;  over 
the  long  range,  the  trust  fund  would  build  up  steadily,  reaching  a  peak 
of  $23  billion  in  1985  and  then  decreasing  to  $13.8  billion  in  1994  (at 
which  time  it  represents  somewhat  less  than  6  months'  benefit  outgo). 
The  reason  for  the  decrease  in  the  trust-fund  balance  in  the  last  decade 
of  the  25-year  valuation  period  and  for  the  fund  at  the  end  of  the 
period  being  less  than  1  year's  outgo  is  that  the  actuarial  balance  of  the 
system  is  a  small  negative  amount.  If  the  experience  were  to  follow 
exactly  the  underlying  assumptions  in  the  cost  estimate,  a  small  amount 
of  additional  financing  would  ultimately  be  necessary. 
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TABLE  D.— ESTIMATED  PROGRESS  OF  HI  TRUST  FUND  UNDER  PRESENT  FINANCING  PROVISIONS,  INCURRED 

BASIS 

(In  millions] 


Calendar  year 

Contribu- 
tions! 

Government 
payment  for 
uninsured  2 

Benefit 
payments 

Adminis- 
trative 
expenses 

Interest 
on  fund  3 

Net 
income 

Fund  at 
end  of  year 

1970  

1971  

1972  

$4,  973 
5,231 
5,482 

$618 
656 
685 

$5,820 
6,894 
8,  031 

$140 
150 
161 

$139 
101 
8 

-$230 
-1,056 
-2,  017 

$2, 183 
1,127 
<4) 

1  Includes  payments  from  general  fund  for  military  service  wage  credits. 

2 Cost  for  benefit  payments  and  accompanying  administrative  expenses  for  uninsured  persons  for  each  fiscal  year  is 
assumed  to  be  paid  to  the  trust  fund  in  the  middle  of  the  fiscal  year  (i.e.,  at  the  end  of  the  corresponding  calendar  year). 

3  Over  the  long  range,  a  5-percent  rate  is  assumed,  with  a  somewhat  higher  rate  in  the  early  years. 

4  Fund  exhausted  in  1972. 

Note:  Fund  balance  at  beginning  of  1970  is  $2,413  million  on  an  incurred  basis  (as  compared  with  $2,505  million  on 
a  cash  basis). 

TABLE  E.— ESTIMATED  PROGRESS  OF  HI  TRUST  FUND  UNDER  FINANCING  PROVISIONS  OF  COMMITTEE  BILL 
UNDER  BASIS  OF  EARNINGS  BASE  BEING  KEPT  UPTO  DATE  WITH  INCREASES  IN  EARNINGS,1  INCURRED  BASIS 


[In  millions] 


Government 

payment  Adminis-  , 

Contribu-             for  Benefit         trative       Interest            Net        Fund  at 

Calendar  year             tions2  uninsured3  payments      expenses      on  fund 4        income    end  of  year 

1970  !   $4,973  $618  $5,820  $140  $139  -$230  $2,183 

1971   9,252  656  6,894  150  226  3,090  5,273 

1972   9,728  685  8,031  161  389  2,610  7,883 

1973   10,721  701  9,204  172  534  2,580  10,463 

1974   11,224  701  10,383  183  657  2,016  12,479 

1975   11,997  688  11,477  195  753  1,766  14,245 

1980   15,978  490  16,138  260  1,024  1,094  20,371 

1985    20,860  282  21,462  345  1,109  444  22,955 

1990   26,812  116  28,586  457  1,029  -1,086  20,552 

1994   32,249  45  35,500  560  749  -3,017  13,842 

1  Maximum  taxable  earnings  base  would  be  $7,800  in  1970,  $9,000  in  1971-72,  $10,200  in  1973-74,  $10,800  in  1975-76, 
$12,000  in  1977-78,  increasing  ultimately  to  $22,200  in  1993-94.  Combined  employer-employee  contribution  schedule 
would  be  1.2  percent  for  1970,  and  2.0  percent  for  1971  and  after. 

2  Includes  payment  from  general  fund  for  military  service  wage  credits. 

3  Cost  for  benefit  payments  and  accompanying  administrative  expenses  for  uninsured  persons  for  each  fiscal  year  is 
assumed  to  be  paid  to  the  trust  fund  in  the  middle  of  the  fiscal  year  (i.e.,  at  the  end  of  the  corresponding  calendar  year). 

4  Over  the  long  range,  a  5-percent  rate  is  assumed,  with  a  somewhat  higher  rate  in  the  early  years. 

(S)  Cost  estimate  for  hosjntal  benefits  for  noninsured  persons 
paid  from  general  funds 

Hospital  and  related  benefits  are  provided  not  only  for  beneficiaries 
of  the  old-age,  survivors,  and  disability  insurance  system  and  the 
railroad  retirement  system,  but  also  on  a  "free"  basis  for  most  other 
persons  who  were  aged  65  and  over  in  1966  (and  for  many  of  those 
attaining  this  age  in  the  next  few  years)  who  are  not  insured  under 
either  of  these  two  social  insurance  systems.  The  exceptions  are  non- 
insured  persons  who  are  active  and  retired  Federal  employees  who  are 
eligible  (or  had  the  opportunity  of  being  eligible)  for  similar  protec- 
tion under  the  Federal  Employees  Health  Benefits  Act  of  1959  or  who 
are  short- residence  aliens. 

Under  present  law,  persons  meeting  such  conditions  who  attain  age 
65  before  1968  qualify  for  the  hospital  benefits  regardless  of  whether 
they  have  had  any  covered  employment  in  the  past,  while  those  attain- 
ing age  65  after  1967  must  have  some  such  coverage  to  qualify — name- 
ly, 3  quarters  of  coverage  (which  can  be  acquired  at  any  time  after 
1936)  for  each  year  elapsing  after  1966  and  before  the  year  of  attain- 
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ment  of  age  6'5  (e.g.,  3  quarters  of  coverage  for  attainment  of  age  65  in 
1968,  6  quarters  for  1969,  etc.).  This  transitional  provision  "washes 
out"  under  present  law  for  men  attaining  age  65  in  1975  and  for  women 
attaining  age  65  in  1974,  since  the  fully-insured-status  requirement  for 
monthly  benefits  for  such  categories  is  then  no  greater  than  the  special- 
insured  status  requirement. 

Under  your  committee's  bill,  these  requirements  for  noninsured  men 
would  "wash  out"  at  the  same  time  as  for  women  (due  to  the  "age-62 
computation  point  for  men"  provision  in  your  committee's  bill). 

The  benefits  for  the  noninsured  group  who  receive  hospital  insurance 
benefits  on  a  "free"  basis  is  to  be  paid  from  the  hospital  insurance 
trust  fund,  but  with  financial  reimbursement  therefor  from  the 
general  fund  of  the  Treasury  on  a  current  basis,  or  with  appropriate 
interest  adjustment.  The  estimated  cost  to  the  general  fund  of  the 
Treasury  for  the  hospital  and  related  benefits  for  this  noninsured 
group  (including  the  applicable  additional  administrative  expenses) 
for  various  future  years  is  shown  in  Table  E.  The  estimated  cost  to  the 
general  fund  of  the  Treasury  for  the  closed  group  involved  increases 
slowly  to  a  peak  of  about  $700  million  per  year  in  1973-74  and  then 
decreases  steadily  thereafter.  Offsetting,  in  large  part,  the  decline  in 
the  number  of  eligibles  blanketed-in  are  the  factors,  the  increasing 
hospital  utilization  per  capita  as  the  average  age  of  the  group  rises  and 
the  increasing  hospital  costs  in  future  years. 

The  foregoing  discussion  and  cost  estimates  do  not  include  the  non- 
insured  persons  who,  under  the  provisions  of  your  committee's  bill,  can 
voluntarily  buy  into  the  hospital  program  on  the  basis  of  their  paying 
the  estimated  full  costs  involved. 

G.  ACTUARIAL  COST  ESTIMATES  FOR  THE  SUPPLEMENTAL  MEDICAL 
INSURANCE  SYSTEM 

(a)  Summary  of  actuarial  cost  estimates 

Your  committee's  bill  has  broadened  slightly  the  benefit  protection 
provided  by  the  supplementary  medical  insurance  program.  The  only 
such  changes  that  are  significant  from  a  cost  standpoint  are  the  pro- 
vision of  certain  limited  physical  therapy  services  provided  in  the  office 
of  the  physical  therapist  or  in  the  patient's  home  which  are  not  under 
the  supervision  of  an  institutional  provider  of  services  and  making  the 
deductible  and  coinsurance  provisions  inapplicable  to  the  professional 
component  of  services  performed  by  certain  teaching  physicians  in 
hospitals. 

Your  committee's  bill  also  contains  a  number  of  provisions  which 
are  intended  to  reduce  the  cost  of  the  supplementary  medical  insur- 
ance program.  Among  these  provisions  are  the  establishment  of  limits 
on  prevailing  charge  levels  (using  the  75th  percentile  for  fiscal  year 
1971  and  adjusting  the  levels  thereafter  by  means  of  an  appropriate 
economic  index),  tightening  up  the  reimbursement  provisions  for 
teaching  physicians  who  furnish  inpatient  services,  and  several  provi- 
sions eliminating  payments  to  certain  providers  of  services  who  have 
abused  the  program  and  limiting  the  payments  to  certain  providers 
of  services  who  furnish  services  which  are  determined  to  be  unduly 
expensive. 

No  account  is  taken  in  the  actuarial  cost  estimates  for  the  supple- 
mentary medical  insurance  program  of  the  provisions  of  your  commit- 
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tee's  bill  that  provide  for  medicare  coverage  to  be  obtained  from  health 
maintenance  organizations  or  for  medicare  benefits  to  be  withheld 
(after  1971)  if  benefits  are  payable  to  the  individual  under  the  Fed- 
eral employees  health  benefits  plan,  unless  such  plan  is  coordinated  with 
medicare.  The  reasons  for  not  considering  such  provisions  are  given  in 
the  section  dealing  with  the  actuarial  cost  estimates  for  the  hospital 
insurance  system. 

The  cost  effects  of  these  changes  will  be  recognized  by  the  Secretary 
of  Health,  Education,  and  Welfare  in  his  determination  of  the  stand- 
ard premium  rate  for  fiscal  year  1972,  which  in  accordance  with  the 
provisions  of  present  law  will  be  promulgated  in  December  1970. 

(b)  Financing  policy 

(1)  S 'elf 'sicp sporting  nature  of  system 
Coverage  under  supplementary  medical  insurance  can  be  voluntarily 
elected,  on  an  individual  basis,  by  virtually  all  persons  aged  65  and 
over  in  the  United  States.  This  program  is  intended  to  be  completely 
self-supporting  from  the  premiums  of  enrolled  individuals  and  from 
the  equal-matching  contributions  from  the  general  fund  of  the  Treas- 
ury. For  the  initial  period,  July  1966  through  December  1967,  the 
premium  rate  was  established  by  law  at  $3  per  month,  so  that  the  total 
income  of  the  system  per  participant  per  month  was  $6.  Persons  who 
do  not  elect  to  come  into  the  system  at  as  early  a  time  as  possible  gen- 
erally have  to  pay  a  higher  premium  rate.  The  standard  monthly  pre- 
mium rate  is  now  adjusted  annually  by  promulgation  of  the  Secretary 
of  Health,  Education,  and  Welfare  (using  appropriate  actuarial 
methods),  so  as  to  reflect  the  expected  experience  on  an  incurred-cost 
basis,  including  an  allowance  for  a  margin  for  contingencies.  All  finan- 
cial operations  for  this  program  are  handled  through  a  separate  fund, 
the  supplementary  medical  insurance  trust  fund. 

'  (2)  Ac tuarial  soundness  of  system 
The  concept  of  actuarial  soundness  for  the  old-age,  survivors,  and 
disability  insurance  system  and  for  the  hospital  insurance  system  is 
somewhat  different  than  that  for  the  supplementary  medical  insurance 
program.  In  essence,  the  last  system  is  on  a  "current  cost"  financing 
basis,  rather  than  on  a  "long-range  cost"  financing  basis.  The  situa- 
tions are  essentially  different  because  the  financial  support  of  the 
supplementary  medical  insurance  system  comes  from  a  premium  rate 
that  is  subject  to  change  from  time  to  time,  in  accordance  with  the 
experience  actually  developing  and  with  the  experience  anticipated  in 
the  near  future.  The  actuarial  soundness  of  the  supplementary 
medical  insurance  program,  therefore,  depends  only  upon  the  "short- 
term"  premium  rates  being  adequate  to  meet,  on  an  accrual  basis,  the 
benefit  payments  and  administrative  expenses  over  the  period  for 
which  they  are  established  (including  the  accumulation  and  mainte- 
nance of  a  contingency  fund) . 

(c)  Results  of  cost  estimates 

Your  committee's  bill  makes  a  number  of  changes  in  the  provisions 
of  the  supplementary  medical  insurance  program,  of  which  some  ex- 
pand its  scope  whereas  several  limit  the  scope  or  reduce  costs.  The  only 
changes  which  have  a  significant  cost  effect  are :  (1)  the  elimination  of 
the  cost-sharing  for  the  professional  component  of  inpatient  services 
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furnished  by  certain  teaching  physicians,  effective  on  enactment;  (2) 
the  provision  of  benefits  for  certain  additional  physical  therapy  serv- 
ices, effective  January  1,  1971;  and  (3)  the  establishment  of  limits  on 
prevailing  charge  levels,  effective  July  1, 1970. 

No  significant  cost  effect  is  estimated  for  the  higher  reimburse- 
ment basis  for  certain  teaching  physicians,  because  payments  for  some 
of  these  services  will  be  based  on  reasonable  costs  (rather  than  on 
reasonable  charges)  under  your  committee's  bill. 

The  liberalized  physical  therapy  benefits  are  estimated  to  have  a 
cost  of  about  $.03  per  month  per  enrollee,  or  a  total  annual  cost  of 
about  $7  million. 

The  lower  limits  established  for  the  prevailing  charge  levels  are 
estimated  to  reduce  costs  by  about  1  to  2  percent  in  the  first  year  of 
operation,  or  by  about  $20  to  $40  million  in  fiscal  year  1971.  It  is  not 
possible  to  estimate  the  effect  on  in  costs  for  subsequent  years,  be- 
cause the  appropriate  economic  index  has  yet  to  be  prescribed  by  the 
Secretary  of  Health,  Education,  and  Welfare. 

The  net  effect  of  the  changes  that  would  be  made  by  your  commit- 
tee's bill  for  the  forthcoming  premium  period  beginning  July  1,  1970 
(for  which  a  standard  premium  rate  of  $5.30  per  month  has  been 
promulgated  by  the  Secretary  of  Health,  Education,  and  Welfare), 
is  a  net  reduction  in  benefit  costs  of  about  $17  to  $37  million,  resulting 
from  an  increased  cost  of  $3  million  for  the  additional  physical  therapy 
benefits  (which  are  available  beginning  January  1,  1971)  and  a  de- 
creased cost  of  $20  to  $40  million  due  to  the  lower  limits  on  prevailing 
charge  levels.  As  a  result,  the  actuarial  status  of  the  program  is 
slightly  improved,  and  the  premium  rate  will  contain  a  somewhat 
larger  margin  for  contingencies. 


V.  SECTION-BY-SECTION  ANALYSIS  OF  THE  BILL 


The  first  section  contains  the  short  title  of  the  bill — the  '  'Social 
Security  Amendments  of  1970" — and  the  table  of  contents. 

TITLE  I— PROVISIONS  RELATING  TO  OLD-AGE,  SURVI- 
VORS, AND  DISABILITY  INSURANCE 

SECTION  101.  INCREASE  IN  OLD-AGE,  SURVIVORS,  AND  DISABILITY 
INSURANCE  BENEFITS 

Section  101  of  the  bill  provides  a  benefit  increase  of  5  percent, 
effective  January  1,  1971,  with  new  minimum  and  maximum  benefit 
amounts. 

Primary  insurance  amount;  column  IV  of  the  revised  benefit  table 

Section  101(a)  of  the  bill  amends  section  215(a)  of  the  Social 
Security  Act  to  substitute  a  new  table  for  the  present  benefit  table. 
The  new  table  effectuates  the  benefit  increase  for  people  who  are  on 
the  benefit  rolls  prior  to  January  1971  and  provides  benefit  amounts 
higher  than  those  under  present  law  for  people  who  come  on  the  benefit 
rolls  in  or  after  that  month.  The  new  primary  insurance  amounts, 
shown  in  column  IV  of  the  table,  represent  an  increase  of  5  percent 
over  the  primary  insurance  amounts  provided  in  present  law  for 
average  monthly  earnings  up  to  $650 — the  highest  average  monthly 
earnings  possible  under  present  law.  (The  primary  insurance  amount  is 
the  monthly  benefit  payable  to  a  worker  who  retires  at  or  after  age  65 
or  to  a  disabled  worker  who  had  not  previously  been  entitled  to  a  reduced 
old-age  benefit;  it  is  also  the  amount  on  which  all  other  benefits  are 
based.) 

An  approximation  of  the  benefits  shown  in  the  new  benefit  table 
can  be  arrived  at  by  taking  85.92  percent  of  the  first  $110  of  average 
monthly  earnings,  plus  31.25  percent  of  the  next  $290,  plus  29.20 
percent  of  the  next  $150,  plus  34.32  percent  of  the  next  $100,  plus 
20  percent  of  the  next  $100.  Benefits  in  the  table  in  present  law  ap- 
proximate 81.83  percent  of  the  first  $110  of  average  monthly  earnings, 
plus  29.76  percent  of  the  next  $290,  plus  27.81  percent  of  the  next 
$150,  plus  32.69  percent  of  the  next  $100. 

The  primary  insurance  amounts  provided  by  the  new  table  range 
from  a  minimum  of  $67.20  for  people  whose  average  monthly  earnings 
are  $76  or  less  to  a  maximum  of  $283  for  people  who  have  average 
monthly  earnings  of  $750.  Average  monthly  earnings  as  high  as 
$750  will  become  possible  in  the  future  under  the  $9,000  contribution 
and  benefit  base  which  the  bill  (in  sec.  120)  provides.  The  primary 
insurance  amounts  of  workers  getting  benefits  based  on  present 
law  (i.e.,  workers  who  will  not  have  the  advantage  of  the  increased 
contribution  and  benefit  base)  are  raised  from  $64  to  $67.20  at  the 
minimum  and  from  $250.70  to  $263.30  at  the  maximum  payable  in 
1971. 

(96) 
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The  total  monthly  amount  of  benefits  payable  to  a  family  on  the 
basis  of  a  single  earnings  record,  shown  in  column  V  of  the  table,  is 
\}/2  times  the  worker's  primary  insurance  amount  up  to  the  last  point 
(average  monthly  earnings  of  $267)  at  which  \y2  times  the  worker's 
primary  insurance  amount  is  greater  than  80  percent  of  the  worker's 
average  monthly  earnings.  Above  that  point,  the  maximum  family 
benefit  is  equal  to  the  sum  of  80  percent  of  the  worker's  average 
monthly  earnings  up  to  $436  (about  58  percent  of  the  maximum  pos- 
sible average  monthly  earnings — $750  under  a  $9,000  contribution 
and  benefit  base)  plus  40  percent  of  the  worker's  average  monthly 
earnings  above  $436.  This  formula  produces,  at  the  maximum  possible 
average  monthly  earnings  of  $750,  a  maximum  family  benefit  of  almost 
two-thirds  of  the  average  monthly  earnings.  Under  the  bill,  the 
maximum  amount  of  monthly  benefits  payable  to  a  family  will  range 
from  $100.80  to  $474.40. 

Maximum  family  benefits  jor  people  already  on  the  rolls 

Section  101(b)  of  the  bill  amends  section  203(a)(2)  of  the  act  to 
assure  an  increase  in  family  benefits  for  families  with  two  or  more 
members  who  are  entitled  to  benefits  for  January  1971  if  at  least  one 
of  them  was  entitled  to  benefits  in  December  1970.  Under  the  bill, 
the  total  of  benefits  payable  to  such  families  may  not  be  reduced  to 
less  than  the  larger  of  (1)  the  family  maximum  specified  in  column  V 
of  the  new  table  or  (2)  the  sum  of  all  the  benefits  of  family  members 
on  the  benefit  rolls  in  December  1970  computed  under  present  law, 
increased  by  5  percent,  and  rounded  to  the  next  higher  10  cents  if 
not  already  a  multiple  of  10  cents.  Without  such  a  provision,  some 
families  now  on  the  rolls  could  receive  little  or  no  increase  in  benefits. 

Section  101(b)  of  the  bill  also  contains  a  provision  affecting  the 
amount  of  benefits  for  family  members  getting  benefits  in  January 
1971  on  the  basis  of  two  or  more  earnings  records.  Under  present 
law,  when  children  are  entitled  to  benefits  on  the  earnings  records  of 
more  than  one  worker,  the  total  benefits  payable  to  the  family  are 
not  reduced  to  less  than  the  smaller  of  the  sum  of  the  maximum 
family  benefits  payable  on  all  the  earnings  records  on  which  the 
family  members  could  be  entitled  or  the  highest  family  maximum 
benefit  shown  in  column  V  of  the  benefit  table.  Under  the  bill,  in 
cases  in  which  the  combined-family-maximum  provisions  (sec.  202 (k) 
(2)  (A)  of  the  act)  are  applicable,  these  provisions  are  applied  before 
the  provisions  of  section  203(a)  which  guarantee  every  beneficiary 
a  5-percent  increase — that  is,  the  provisions  of  the  bill  which  guaran- 
tee a  5-percent  increase  to  each  member  of  the  family  (described 
above)  are  applied  last.  When  the  combined-family-maximum 
cases  in  which  the  combined  family  maximum  provisions  (sec.  202  (k) 
(2)  (A)  of  present  law)  are  applicable,  these  provisions  are  applied 
before  the  provisions  of  section  203(a)  which  guarantee  every  bene- 
ficiary a  5-percent  increase — that  is,  the  provisions  of  the  bill  which 
guarantee  a  5-percent  increase  to  each  member  of  the  family  (de- 
scribed above)  are  applied  last.  When  the  combined-family-maximum 
provisions  are  applicable  in  the  effective  month  of  the  benefit  in- 
crease, and  later  cease  to  apply  because  the  benefits  for  the  last 
family  member  entitled  on  more  than  one  earnings  record  are  termi- 
nated, the  benefit  amounts  for  the  remaining  family  members,  who 
are  entitled  on  a  single  earnings  record,  will  be  determined  under 
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section  203(a)(2),  as  amended  by  the  bill,  as  if  they  had  been  getting 
benefits  based  on  only  one  earnings  record  in  January  1971. 

Average  monthly  earnings:  column  III  of  the  revised  benefit  table 

Section  101(c)  of  the  bill  amends  section  215(b)(4)  of  the  act  so 
that  column  III  of  the  new  benefit  table  will  be  applicable  only  in  the 
case  of  an  average  monthly  earnings  computation  for  a  person  (1)  who 
becomes  entitled  to  old-age  or  disability  insurance  benefits  in  or  after 
January  1971,  or  (2)  who  dies  in  or  after  that  month  without  having 
been  entitled  to  old-age  or  disability  benefits,  or  (3)  whose  benefit  is 
recomputed  for  months  beginning  with  or  after  that  month. 

Primary  insurance  amount  under  1969  act;  column  II  of  the  revised 
benefit  table 

Section  101(d)  of  the  bill  amends  section  215(c)  of  the  act  to  provide 
that  a  person  Avho  becomes  entitled  to  old-age  or  disability  insurance 
benefits  before  January  1971,  or  who  dies  before  that  month,  will  have 
his  primary  insurance  amount  determined  under  the  provisions  of 
present  law  for  purposes  of  column  II  of  the  revised  table.  Since 
benefit  amounts  appearing  in  column  II  of  the  revised  table  will  be 
converted  to  the  new  benefit  amounts  in  column  IV  of  that  table, 
the  effect  of  this  provision  is  that  people  already  on  the  rolls  will  have 
their  benefits  converted  to  the  higher  primary  insurance  amount 
appearing  on  the  same  line  in  column  IV  of  the  new  table.  Under 
present  law,  column  II  of  the  benefit  table  shows  the  primary  insurance 
amounts  in  effect  prior  to  the  Social  Security  Amendments  of  1969, 
and  column  IV  of  the  table  shows  the  amounts  to  which  the  primary 
insurance  amounts  in  column  II  were  converted  as  a  result  of  those 
amendments. 

Effective  date 

Section  101(e)  of  the  bill  provides  that  the  benefit  increases  under 
section  101  will  be  effective  for  monthly  benefits  for  and  after  January 
1971  and  for  lump-sum  death  payments  where  death  occurs  in  or  after 
that  month. 

Special  provision  for  conversion  of  a  disability  insurance  benefit  to  an 
old-age  insurance  benefit 
Section  101(f)  of  the  bill  is  a  special  transitional  provision  which 
applies  to  a  person  who  is  entitled  to  a  disability  insurance  benefit  for 
December  1970  and  who  becomes  entitled  to  old-age  insurance  benefits 
(for  example,  by  reason  of  attainment  of  age  65),  or  dies,  in  January 
1971,  to  make  certain  that  his  primary  insurance  amount  is  increased. 
The  general  rule,  provided  in  section  215(a)(4)  of  the  act,  that  would 
otherwise  apply  in  this  situation  is  that  an  individual  who  was  en- 
titled to  a  disability  insurance  benefit  for  the  month  before  the 
month  for  which  he  becomes  entitled  to  an  old-age  insurance  benefit 
will  have  as  his  primary  insurance  amount  the  amount  in  column  IV  of 
the  table  that  is  equal  to  the  primary  insurance  amount  on  which  his 
disability  insurance  benefit  is  based.  In  the  above  situation,  the  indi- 
vidual's disability  insurance  benefit,  since  it  was  derived  from  a  pri- 
mary insurance  amount  determined  under  present  law,  does  not  have 
any  direct  connection  with  column  IV  of  the  table  included  in  the  bill, 
which  contains  the  new  benefit  amounts ;  thus,  the  general  rule  cannot 
be  applied  to  him.  Therefore,  section  101(f)  of  the  bill  provides  that  his 
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primary  insurance  amount  will  be  the  amount  in  column  IV  of  the 
table  on  the  same  line  as  that  on  which,  in  column  II,  appears  his 
present  primary  insurance  amount.  (The  primary  insurance  amount 
be  applied  to  him.  Therefore,  section  101(f)  of  the  bill  provides  that  his 
disability  insurance  benefit  under  present  law  is  based.) 

SECTION  102.  INCREASE  IN  BENEFITS  FOR  CERTAIN   INDIVIDUALS  AGE 

72  AND  OVER 

Section  102  of  the  bill  increases  the  amount  of  the  special  payments 
made  to  certain  people  age  72  and  older  who  have  never  worked  in 
covered  jobs  or  who  have  had  less  covered  work  than  is  needed  to 
qualify  for  the  regular  retirement  benefits  of  the  program. 

Section  102(a)  of  the  bill  amends  section  227  of  the  Social  Security 
Act  to  increase  from  $46  to  $48.30  the  monthly  amount  payable  to 
transitionally  insured  workers  and  widows  who  qualify  for  special  pay- 
ments under  section  227  on  the  basis  of  3,  4r  or  5  quarters  of  coverage. 
(To  qualify  for  regular  retirement  benefits,  a  worker  has  to  have  a 
minimum  of  6  quarters  of  coverage.)  It  also  raises  from  $23  to  $24.20 
the  amount  payable  to  the  wives  of  men  who  qualify  for  benefits 
under  that  section. 

Section  102(b)  of  the  bill  amends  section  228  of  the  act  to  increase 
from  $46  to  $48.30  the  monthly  amount  payable  to  people  who  qualify 
under  section  228  on  the  basis  of  no  quarters  of  coverage,  or  of  some 
quarters  of  coverage  but  not  enough  to  qualify  for  either  regular 
retirement  benefits  or  payments  to  transitionally  insured  people,  and 
to  increase  from  $23  to  $24.20  the  monthly  amount  payable  to  a  wife 
when  both  husband  and  wife  are  entitled  to  benefits  under  that  section. 

Section  102(c)  of  the  bill  provides  that  these  increases  in  the  amounts 
of  the  special  payments  will  be  effective  with  respect  to  monthly  pay- 
ments for  and  after  January  1971. 

SECTION  103.  INCREASED  WIDOW'S  AND  WIDOWER'S  INSURANCE 

BENEFITS 

Section  103  of  the  bill  provides  increased  widow's  and  widower's 
benefits  for  those  who  become  entitled  to  such  benefits  after  age  62. 
A  widow  or  widower  who  first  becomes  entitled  to  benefits  at  or  after 
age  65  can  get  a  benefit  equal  to  100  percent  of  the  primary  insur- 
ance amount  of  the  deceased  worker.  A  widow's  benefit  amount  is 
to  be  actuarially  reduced  by  57/120  per  month  for  each  month  for 
which  the  benefit  is  paid  before  age  65,  so  that  the  benefit  is  82.9 
percent  of  the  worker's  primary  insurance  amount  at  age  62  and 
71.5  percent  at  age  60. 

Section  103(a)(1)  of  the  bill  amends  section  202(c)  of  the  Social 
Security  Act  to  change  the  amount  of  an  unreduced  widow's  benefit 
from  82%  percent  of  the  worker's  primary  insurance  amount  to  100 
percent. 

Section  103(a)(2)  of  the  bill  amends  section  202(c)  of  the  act  to 
provide  that  reduced  wife's  benefits  and  mother's  benefits  will  be 
automatically  converted  to  widow's  benefits  at  age  65  rather  than  at 
age  62  so  that  a  woman  whose  husband  dies  while  she  is  between 
ages  62  and  65  can  choose  whether  to  take  a  reduced  widow's  benefit 
or  wait  until  age  65  and  get  a  full  widow's  benefit.  It  also  provides 
that  a  disabled  widow's  benefit  will  be  automatically  converted  to 
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an  aged  widow's  benefit  at  age  65  rather  than  at  age  62  so  that  a 
woman  who  recovers  from  a  disability  between  ages  62  and  65  can 
choose  whether  to  apply  for  reduced  aged  widow's  benefits  or  wait 
until  age  65. 

Section  103(b)(1)  of  the  bill  amends  section  202(f)  of  the  act  to 
change  the  amount  of  an  unreduced  widower's  benefit  from  82%  per- 
cent of  the  worker's  primary  insurance  amount  to  100  percent. 

Section  103(b)(2)  of  the  bill  amends  section  202(f)  of  the  act  to 
provide  that  reduced  husband's  benefits  will  be  automatically  con- 
verted to  widower's  benefits  at  age  65  rather  than  at  age  62  so  that  a 
man  whose  wife  dies  while  he  is  between  ages  62  and  65  can  choose 
whether  to  take  a  reduced  widower's  benefit  or  wait  until  age  65  and 
get  a  full  widower's  benefit. 

Section  103(b)(3)  amends  section  202(f)  of  the  act  to  provide  that 
a  disabled  widower's  benefit  mil  be  automatically  converted  to  an 
aged  widower's  benefit  at  age  65  rather  than  at  age  62  so  that  a  man 
who  recovers  from  a  disability  between  ages  62  and  65  can  choose 
whether  to  apply  for  reduced  aged  widower's  benefits  or  wait  until 
age  65. 

Section  103(c)(1)  and  section  103(c)(2)  of  the  bill  amend  section 
203  of  the  act  to  eliminate  the  application  of  the  retirement  test  to 
disabled  widows  and  widowers  until  age  65  when  the  benefit  based  on 
a  disability  is  converted  to  an  aged  widow's  or  widower's  benefit. 

Section  103(d)(1)  of  the  bill  amends  section  202(q)(l)  of  the  act 
to  eliminate  for  widows  and  widowers  the  actuarial  reduction  factor  of 
%  of  1  percent  per  month  from  age  60  to  62  and  to  substitute  a  new 
factor  of  %o  of  1  percent  from  age  60  to  65.  This  change  in  the  actuarial 
reduction  factor  for  disabled  widows  and  widowers  is  made  in 
order  to  provide  benefits  between  age  50  and  60  equal  to  those  provided 
under  present  law.  The  benefit  payable  at  age  50  equals  50  percent  of 
the  deceased  worker's  primary  insurance  amount. 

Section  103(d)(2)  of  the  bill  amends  section  202(q)(7)  of  the  act  to 
revise  (in  the  light  of  the  other  amendments  made  by  section  103) 
the  description  of  the  periods  over  wmich  old-age,  wife's,  husband's, 
widow's,  and  wddower's  benefits  are  actuarially  reduced,  and  to 
provide  for  a  recomputation  of  benefits  at  age  62  and  at  age  65  to 
adjust  the  number  of  months  in  the  period  over  wThich  benefits  are 
actuarially  reduced.  This  adjustment  is  necessary  to  eliminate  the 
reduction  for  months  when  actuarially  reduced  benefits  were  not  re- 
ceived— for  example,  when  benefits  were  withheld  because  of  earnings 
from  w^ork.  Under  present  law  this  recomputation  is  only  provided  for 
wddows  at  age  62  and  widowrers  at  age  62  and  for  other  beneficiaries 
at  age  65. 

Section  103(d)(3)  of  the  bill  amends  section  202  (q)  (9)  of  the  act 
to  change  the  definition  of  retirement  age  for  widows  and  widowers 
to  age  65  as  is  now  the  case  for  old-age,  wdfe's,  and  husband's  insur- 
ance benefits. 

Section  103(e)(1)  of  the  bill  amends  section  202(m)  of  the  act, 
which  provides  (in  paragraph  (1))  that  the  benefit  of  a  sole  surviving 
beneficiary  will  not  be  less  than  the  minimum  primary  insurance 
amount. 

Paragraph  (2)  of  the  amended  section  202 (m)  deals  specifically 
with  benefits  for  a  sole  surviving  widow  or  wddow-er;  it  provides  that 
such  benefits  when  based  upon  an  application  filed  between  ages  62 
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and  65  will  not  be  less  than  the  minimum  benefit,  and  when  based 
upon  an  application  filed  between  ages  60  and  62  will  not  be  less  than 
the  minimum  benefit  reduced  by  the  amount  by  which  it  would  be 
reduced  if  the  beneficiary  had  attained  age  65  when  he  actually 
attained  or  would  attain  age  62.  The  maximum  reduction  that  would 
apply  to  the  minimum  benefit  in  the  latter  case  would  be  for  24  months. 

Paragraph  (3)  of  the  amended  section  202  (m)  provides  that  in 
determining  the  amount  of  a  disabled  widow's  or  widower's  benefit 
when  paragraph  (2)  applies,  the  amount  of  the  reduction  for  months 
between  ages  50  and  60  will  be  based  on  the  person's  actual  age  rather 
than  the  fictitious  age  used  in  determining  the  reduction  applicable 
under  paragraph  (2).  Thus  the  benefit  for  a  50-year-old  disabled  widow 
will  be  either  a  benefit  equal  to  her  husband's  primary  insurance 
amount  reduced  by  5K2o  of  1  percent  per  month  for  the  60  months 
between  ages  60  and  65  and  4%4o  of  1  percent  per  month  for  the  120 
months  between  ages  50  and  60  (as  provided  in  section  202(q)(l)  of 
the  act  as  amended  by  section  103(d)(1)  of  the  bill)  or  the  minimum 
benefit  reduced  by  5%2o  of  1  percent  per  month  for  the  120  months 
between  ages  50  and  60  based  on  the  person's  actual  age,  whichever  is 
larger. 

Section  103(f)  of  the  bill  directs  the  Secretary  to  redetermine  the 
amount  of  the  widow's  and  widower's  benefits  for  those  entitled  in 
December  1970  as  if  the  amendments  made  by  section  103  had  been 
available  at  the  time  of  their  initial  entitlement;  the  redetermined 
amounts  are  to  be  effective  for  January  1971. 

Section  103(g)  of  the  bill  provides  that  family  members  entitled  on 
the  same  account  as  a  widow  or  widower  whose  benefit  is  increased 
under  the  amendments  made  by  section  103  will  not  have  their  benefits 
decreased  as  a  result  of  the  increase  in  the  widow's  or  widower's 
benefit. 

Section  103(h)  of  the  bill  provides  that  these  amendments  will  be 
effective  for  monthly  benefits  beginning  with  January  1971. 

SECTION  104.  AGE-62  COMPUTATION  POINT  FOR  MEN 

Section  104  of  the  bill  provides  for  determining  the  number  of  years 
to  be  used  in  figuring  a  man's  insured  status  and  the  average  monthly 
earnings  on  which  his  benefits  are  based  by  taking  into  account  only 
the  period  up  to  age  62,  as  is  the  case  for  women,  rather  than  up  to  age 
65  as  under  present  law. 

Section  104(a)  of  the  bill  amends  section  214(a)(1)  of  the  Social 
Security  Act  to  provide  that  benefit  eligibility  of  a  male  worker  will  be 
based  on  the  number  of  years  up  to  the  year  in  which  he  attains  age 
62,  rather  than  up  to  the  year  in  which  he  attains  age  65  as  under 
present  law. 

Section  104(b)  of  the  bill  amends  section  215(b)(3)  of  the  act  to 
provide  that,  in  determining  the  number  of  years  to  be  used  in  figuring 
the  average  monthly  earnings  of  a  male  worker,  there  will  be  taken 
into  account  only  years  up  to  the  year  in  which  he  attains  age  62 
rather  than  up  to  the  year  in  which  he  attains  age  65  as  under  present 
law. 

Section  104(c)  of  the  bill  provides  that  the  primary  insurance 
amount  of  an  insured  individual  who,  prior  to  January  1971,  becomes 
entitled  to  an  old-age  insurance  benefit,  becomes  entitled  to  a  disability 
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insurance  benefit  after  the  year  in  which  he  attains  age  62,  or  dies  in  a 
year  after  the  year  in  which  he  attains  age  62  will  be  recomputed  using 
earnings  only  up  to  age  62  rather  than  up  to  age  65. 

Section  104(d)  of  the  bill  amends  section  223(a)(2)  of  the  act  to 
provide  that  the  disability  insurance  benefit  of  a  male  worker  will  be 
computed  as  though  he  attained  age  62  in  the  first  month  of  his  waiting 
period  or,  when  the  waiting  period  is  waived,  the  first  month  of  his 
entitlement  to  disability  benefits.  Elapsed  years  for  the  disability 
benefit  computation  will  not  include  the  year  he  attains  age  62  or  any 
year  thereafter. 

Section  104(e)  of  the  bill  amends  section  223(c)(1)(A)  of  the  act  to 
make  the  reference  to  a  fully  insured  individual  therein  applicable 
to  any  individual  who  had  attained  age  62  with  no  distinction  be- 
tween a  man  and  a  woman. 

Sections  104(f)  and  (g)  of  the  bill  amend  sections  227(a)(1)  and 
227(b)  of  the  act  to  make  conforming  changes  in  the  transitional 
insured  status  provisions. 

Section  104(h)  of  the  bill  amends  sections  209(i),  213(a)(2)  and 
216(i)(3)(A)  of  the  act  to  make  certain  references  therein  applicable 
to  an  individual  who  attains  age  62  with  no  distinction  between  a 
man  and  a  woman. 

Section  104(h)  of  the  bill  amends  sections  209  (i),  213(a)(2),  and 
303(g)(1)  of  the  Social  Security  Amendments  of  1960  to  provide  that 
the  primary  insurance  amount  of  an  individual  age  62  before  1961  can 
continue  to  be  computed  under  the  provisions  of  the  act  before  the 
amendments  of  1960. 

Section  104  (j)  of  the  bill  amends  section  3121(a)  of  the  Internal 
Revenue  Code  of  1954  to  provide  that  wages  for  social  security  tax 
purposes  will  not  include  any  payment  (other  than  sick  or  vacation 
pay)  made  to  an  employee  after  the  month  in  which  he  attains  age  62 
with  no  distinction  between  a  man  and  a  woman,  if  the  employee  did 
not  work  for  the  employer  in  the  period  for  which  the  payment  is  made. 

Section  104(k)  of  the  bill  (a  saving  clause)  provides  that,  if  the 
monthly  benefits  of  individuals  entitled  under  section  202  or  223  of 
the  act  are  redetermined  in  accordance  with  section  104  of  the  bill, 
the  total  benefits  for  the  family  will  not  be  less  than  the  amount  to 
which  they  were  entitled  in  January  1971  plus  the  amount  of  the  in- 
crease in  the  insured  individual's  primary  insurance  amount. 

Section  104(1)  of  the  bill  provides  that  these  amendments  will  be 
effective  for  monthly  benefits  beginning  Avith  January  1971  and  for 
lump-sum  death  payments  in  the  case  of  insured  individuals  who  die 
after  December  1970. 

SECTION  105.  ELECTION  TO  RECEIVE  ACTUARIALLY  REDUCED  BENEFITS 
IN  ONE  CATEGORY  NOT  TO  BE  APPLICABLE  TO  CERTAIN  BENEFITS  IN 
OTHER  CATEGORIES 

Section  105  of  the  bill  eliminates  the  provision  in  present  law  under 
which  a  person  who  is  eligible  for  both  (1)  an  old-age  insurance  benefit 
and  (2)  a  wife's  or  husband's  insurance  benefit  and  who  files  for  either 
before  age  65  is  deemed  to  have  filed  for  both.  It  also  eliminates  the 
provision  in  present  law  under  which  a  person  who  gets  a  reduced 
benefit  in  one  benefit  category  has  any  subsequent  benefit  he  gets 
reduced  to  take  account  of  the  fact  that  he  got  the  first  benefit  early. 
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Section  105(a)(1)  of  the  bill  amends  section  202 (q)  (3)  (A)  of  the 
Social  Security  Act  to  provide  that  the  methods  of  figuring  a  reduction 
under  section  202  (q)  (3)  (B)  (providing  for  reduced  wife's  or  husband's 
benefits  to  take  account  of  the  receipt  of  an  actuarially  reduced  old- 
age  insurance  benefit)  or  a  reduction  under  section  202  (q)  (3)  (C) 
(providing  for  reduced  wife's,  husband's,  widow's,  or  widower's 
benefits  to  take  account  of  the  receipt  of  a  reduced  disability  benefit) 
will  only  apply  if  they  provide  a  higher  benefit  than  would  be  payable 
if  the  receipt  of  the  reduced  old-age  insurance  benefit  in  section 
202  (q)  (3)  (B)  or  of  the  disability  insurance  benefit  in  section  202  (q)  (3) 
(C)  were  ignored.  Present  law  will  continue  to  be  applied  in  cases  where 
it  would  produce  a  higher  benefit. 

Section  105(a)(2)  of  the  bill  amends  section  202  (q)  (3)  of  the  act  by 
striking  out  subparagraph  (E)  (providing  for  the  reduction  of  an  old- 
age  insurance  benefit  to  take  account  of  the  prior  receipt  of  a  reduced 
widow's  or  widower's  benefit),  subparagraph  (F)  (providing  for  the 
reduction  in  a  disability  benefit  beginning  with  or  after  age  62  to  take 
account  of  the  receipt  cf  a  reduced  widow's  or  widower's  benefit) ,  and 
subparagraph  (G)  (providing  for  a  similar  reduction  in  a  disability 
benefit  received  before  age  62) .  The  effect  of  these  changes  is  to  elimi- 
nate the  reduction  in  an  old-age  insurance  benefit  or  a  disability  insur- 
ance benefit  which  would  be  made  under  present  law  to  take  account 
of  receipt  of  reduced  widow's  or  widower's  benefits. 

Section  105(b)  of  the  bill  repeals  section  202  (r)  of  the  act,  which 
provides  that  a  person  who  is  eligible  in  a  given  month  for  a  benefit  as  a 
retired  worker  and  as  a  spouse  is  deemed  to  have  filed  for  both  if  he 
files  for  either. 

Section  105(c)(1)(A)  of  the  bill  provides  that  (subject  to  the  sub- 
sequent provisions  of  section  105)  the  amendments  made  by  section 
105(a)  will  be  effective  with  respect  to  benefits  for  and  after  the  sixth 
month  after  the  month  of  enactment. 

Section  105(c)(1)(B)  of  the  bill  provides  that,  in  the  case  of  a 
person  who  was  on  the  rolls  before  the  sixth  month  after  the  month 
of  enactment,  the  amendments  made  by  section  105(a)  will  be  effective 
only  if  the  person  files  a  written  request,  which  must  take  the  form 
of  a  request  for  a  redetermination  of  his  benefit  amount  under  section 
105(c)(2)  in  the  case  of  a  person  who  is  simultaneously  entitled  to 
two  actuarially  reduced  benefits  and  who  was  deemed  (or,  except 
for  the  fact  that  an  application  was  filed,  would  have  been  deemed) 
under  section  202  (r)  of  the  act  to  have  filed  an  application  for  the 
second  such  benefit;  in  the  latter  case  the  redetermination  will  apply 
unless  the  person  who  filed  the  request  refuses  to  accept  it.  If  the 
request  is  filed  before  the  end  of  the  sixth  month  after  the  month  of 
enactment,  the  redetermination  will  be  effective  with  respect  to 
benefits  for  months  beginning  with  such  sixth  month;  if  the  request 
is  not  filed  before  the  end  of  the  sixth  month  after  the  month  of 
enactment  the  redetermination  will  be  effective  with  respect  to  bene- 
fits for  and  after  the  second  month  following  the  month  in  which 
the  request  is  filed. 

Section  105(c)(1)(C)  of  the  bill  provides  that  section  105(b) 
(eliminating  the  deemed  filing  provisions)  will  be  effective  on  the 
basis  of  applications  filed  on  or  after  the  date  of  enactment  of  the  bill. 

Section  105(c)  (2)  (A)  of  the  bill  provides  that  where  a  person  entitled 
to  reduced  benefits  in  the  fifth  month  following  the  month  of  enact- 
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ment  was  deemed  (or,  except  for  the  fact  that  an  application  was  filed, 
would  have  been  deemed)  to  have  filed  an  application  for  benefits  in 
another  category,  and  files  a  written  request  for  a  redetermination, 
the  Secretary  will  redetermine  both  benefits  as  though  there  had  been 
no  deemed  filing  requirement  at  the  time  the  person  applied  for 
benefits. 

Section  105(c)(2)(B)  of  the  bill  provides  the  method  for  redeter- 
mining benefits  in  cases  where  the  person  was  deemed  (or,  except  for 
the  fact  that  he  filed  an  application,  would  have  been  deemed)  to 
have  filed  for  one  of  the  benefits.  The  smaller  benefit  is  assumed  to 
have  been  taken  in  the  first  month  of  the  simultaneous  entitlement. 
The  larger  benefit  is  assumed  to  have  been  taken  in  the  month  in  which 
the  redetermination  is  effective  (or  at  age  65,  if  earlier).  The  amount 
of  total  benefits  actually  received  prior  to  the  effective  month  of  the 
redetermination  will  be  measured  against  the  amount  of  total  benefits 
which  would  have  been  received  if  the  amendments  had  always 
been  in  effect.  The  excess  of  the  former  (if  any)  over  the  latter  will 
be  recovered  to  the  extent  and  in  the  manner  provided  in  section 
105(c)(2)(C)  and  (E),  discussed  below. 

Section  105(c)(2)(C)  of  the  bill  provides  that  an  individual  who 
requests  a  redetermination  will  be  notified  by  the  Secretary  of  the 
amount  of  the  benefits  as  redetermined,  the  amount  of  the  excess  to 
be  recovered,  and  the  extent  of  the  period  over  which  recovery  will 
be  made.  The  individual  will  have  30  days  after  notification  is  mailed 
to  reject  the  redetermination. 

Section  105(c)(2)(D)  of  the  bill  provides  that  if  the  request  for  a 
redetermination  is  filed  before  the  end  of  the  sixth  month  following  the 
month  of  enactment  and  the  redetermination  is  not  refused,  it  will  be 
effective  with  respect  to  benefits  for  and  after  the  sixth  month  after 
the  month  of  enactment.  If  the  request  is  filed  after  the  sixth  month 
after  the  month  of  enactment  and  the  redetermination  is  not  refused, 
it  will  be  effective  with  respect  to  benefits  for  and  after  the  second 
month  after  the  month  in  which  the  redetermination  is  requested. 

Section  105(c)(2)(E)  of  the  bill  provides  that  the  Secretary  will 
recover  any  excess  in  benefits  paid  to  a  person  to  which  a  redeter- 
mination applies  only  by  withholding  the  amount  of  the  monthly 
increase  in  such  person's  benefits  resulting  from  the  amendment, 
made  by  section  105  (a)  and  (b) ;  the  person  can  receive  no  less  in 
total  monthly  benefits  after  the  redetermination  than  he  was  receiving 
before  the  redetermination  was  effective.  (If  the  beneficiary  dies 
recovery  will  be  considered  complete,  and  no  recovery  will  be  made 
from  any  benefit  that  is  not  increased  as  a  result  of  this  section  or 
these  amendments). 

Section  105(d)  of  the  bill  (a  saving  clause)  prevents  any  reduction 
in  benefits  for  other  members  of  a  family  when  benefits  are  increased 
under  this  section  for  someone  getting  benefits  on  the  same  earnings 
record. 

SECTION    106.  LIBERALIZATION  OF  EARNINGS  TEST 

Section  106(a)  of  the  bill  amends  paragraphs  (1),  (3),  and  (4)(B)  of 
section  203(f)  of  the  Social  Security  Act  to  increase  the  amount  of 
earnings  a  beneficiary  may  have  in  a  year  and  still  be  paid  full  benefits 
for  the  year.  It  also  makes  a  conforming  amendment  in  paragraph 
(1)(A)  of  section  203(h)  of  the  act,  which  requires  beneficiaries  to 
report  if  their  earnings  exceed  the  permissible  amount  in  a  year. 
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Paragraph  (1)  of  the  amended  section  203(f)  provides  that,  for 
purposes  of  the  retirement  test  (the  provision  in  the  law  under  which 
some  or  all  benefits  are  withheld  when  a  beneficiary  under  age  72  has 
exceeded  a  specified  amount  of  earnings),  any  earnings  of  a  beneficiary 
in  excess  of  the  amount  he  may  earn  and  still  get  full  benefits  for  the 
year  (the  annual  exempt  amount)  will  not  be  charged  to  any  month 
in  which  he  did  not  engage  in  self -employment  and  render  services  for 
wages  of  more  than  $166.66%  (instead  of  $140  as  in  present  law).  The 
effect  of  this  change  is  that  regardless  of  a  beneficiary's  total  earnings  in 
a  year  his  benefits  may  not  be  withheld  for  any  month  in  which  he  did 
not  have  wages  of  more  than  $166.66%  (and  did  not  engage  in  self- 
employment)  . 

Paragraph  (3)  of  the  amended  section  203(f)  provides  that  a  person's 
"excess  earnings"  for  any  taxable  year  will  be  his  earnings  in  excess 
of  $166.66%  (instead  of  $140  as  in  present  law)  times  the  number  of 
months  in  his  taxable  year.  The  effect  of  this  change  is  that  a  bene- 
ficiary will  get  benefit  each  month  of  a  year  if  his  earnings  for  the  year 
do  not  exceed  $2,000  (instead  of  $1,680  as  under  present  law),  and 
that  the  provision  under  which  benefits  are  reduced  by  $1  for  each  $2 
of  the  first  $1,200  of  excess  earnings  will  apply  to  earnings  between 
$2,000  and  $3,200  (instead  of  between  $1,680  and  $2,880). 

Paragraph  (4)(B)  of  the  amended  section  203(f)  provides  that  in 
determining  whether  a  beneficiary  earned  more  in  a  month  than 
$166.66%  (instead  of  $140  as  under  present  law)  for  purposes  of 
applying  the  monthly  exemption  under  paragraph  (1)  of  such  section, 
he  will  be  presumed  to  have  earned  more  than  that  amount  until 
it  is  shown  to  the  satisfaction  of  the  Secretary  that  he  did  not  do  so. 

Paragraph  (1)(A)  of  the  amended  section  203(h)  requires  a  bene- 
ficiary to  report  his  earnings  to  the  Secretary  of  Health,  Education, 
and  Welfare  whenever  he  has  excess  earnings  as  defined  in  the  amended 
section  203(f). 

Section  106(b)  of  the  bill  provides  that  these  amendments  will  be 
effective  for  taxable  years  ending  after  December  1970. 

SECTION  107.   EXCLUSION   OF  CERTAIN  EARNINGS  IN  YEAR  OF 
ATTAINING  AGE  72 

Section  107(a)  of  the  bill  amends  section  203(f)(3)  of  the  Social 
Security  Act  by  adding  a  new  clause  (B)  which  provides  that,  in  the 
year  in  which  an  individual  attains  age  72,  earnings  in  and  after  the 
month  in  which  he  attains  age  72  will  not  be  counted  in  determining 
his  excess  earnings  for  such  year. 

Section  107(b)  provides  that  this  change  will  be  effective  for  taxable 
years  ending  after  December  1970. 

SECTION  108.  REDUCED  BENEFITS  FOR  WIDOWERS  AT  AGE  60 

Section  108  of  the  bill  provides  for  actuarially  reduced  benefits  for 
nondisabled  widowers  as  early  as  age  60,  as  is  now  the  case  for  widows. 
The  benefit  amount  is  to  be  reduced  by  57/120  of  1  percent  per  month 
for  each  month  the  benefit  is  taken  before  age  65.  (See  section  103  of 
the  bill  explaining  benefit  amounts  from  age  62  to  65  as  provided  by 
the  bill.)  The  benefit  amount  at  age  65  will  equal  100  percent  of  the 
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worker's  primary  insurance  amount;  at  age  62  it  will  equal  82.9  percent 
and  at  age  60  it  will  equal  71.5  percent. 

Section  108(a)  of  the  bill  amends  section  202(f)  of  the  Social  Secu- 
rity Act  to  provide  for  widowers'  benefits  for  nondisabled  widowers 
at  age  60  as  is  now  the  case  for  widows. 

Section  108(b)(1)  and  section  108(b)(2)  of  the  bill  amend  section 
203(c)  of  the  act  to  provide  that  the  retirement  test  is  inapplicable  to 
widowers  between  age  60  and  65  only  if  they  became  entitled  to  benefits 
before  age  60  (i.e.,  on  the  basis  of  a  disability)  rather  than  before  age 
62  as  under  present  law.  This  makes  the  application  of  the  retirement 
test  to  widowers  consistent  with  its  application  to  widows. 

Section  108(b)(3)  of  the  bill  amends  section  222(b)(1)  of  the  act  to 
provide  for  deductions  from  widowers'  benefits  for  refusal  to  accept 
rehabilitation  services  when  the  widower  has  not  attained  age  60, 
rather  than  if  he  has  not  attained  age  62  as  under  present  law,  re- 
flecting the  fact  that  under  these  amendments  nondisabled  widowers' 
benefits  will  be  available  as  early  as  age  60. 

Section  108(b)(4)  of  the  bill  amends  section  222(d)(1)(D)  of  the  act 
to  provide  for  funding  of  rehabilitation  services  for  widowers  entitled 
before  age  60,  rather  than  age  62  as  under  present  law,  reflecting  the 
the  fact  that  under  these  amendments  nondisabled  widowers'  benefits 
will  be  available  as  early  as  age  60. 

Section  108(b)(5)  of  the  bill  amends  section  225  of  the  act  to  provide 
for  the  suspension  of  widowers'  benefits  before  age  60,  rather  than 
before  age  62  as  under  present  law,  where  the  Secretary  of  Health, 
Education,  and  Welfare  has  information  indicating  that  the  widower 
has  ceased  to  be  under  a  disability,  reflecting  the  availability  of  non- 
disabled  widowers'  benefits  as  early  as  age  60. 

Section  108(c)  of  the  bill  provides  that  these  amendments  will  be 
effective  for  monthly  benefits  payable  for  months  beginning  with 
January  1971. 

ENTITLEMENT  TO  CHILD'S  INSURANCE  BENEFITS  BASED  ON  DISABILITY 
WHICH  BEGAN  BETWEEN  18  AND  22 

Section  109  of  the  bill  provides  child's  insurance  benefits  to  an  other- 
wise qualified  adult  son  or  daughter  if  his  disability  has  been  contin- 
uous since  before  age  22  (rather  than  only  if  it  was  continuous  since 
before  age  18  as  under  present  law). 

Section  109(a)  of  the  bill  amends  clause  (ii)  of  section  202(d)(1)(B) 
of  the  Social  Security  Act  to  permit  the  payment  of  child's  insurance 
benefits  to  an  individual  under  a  disability  which  began  before  he 
attained  age  22  (rather  than  age  18). 

Section  109(b)  of  the  bill  amends  subparagraphs  (F)  and  (G)  of 
section  202(d)(1)  of  the  act  to  provide  that  entitlement  to  child's 
insurance  benefits  will  end,  for  a  child  who  is  over  age  18  and  dis- 
abled, with  the  second  month  following  the  month  in  which  he  ceases 
to  be  under  a  disability  unless  he  is  entitled  as  a  full-time  student  under 
age  22. 

Section  109(c)  of  the  bill  further  amends  section  202(d)(1)  of  the 
act  by  adding  at  the  end  a  new  sentence  which  provides  that  child's 
insurance  benefits  will  not  be  payable  to  an  individual  in  any  month 
in  which  the  individual  engages  in  substantial  gainful  activity  if  his 
continuing  entitlement  to  such  benefits  is  solely  by  reason  of  disability 
as  defined  in  section  223(d)(1)(B)  of  the  act. 
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Section  109(d)  of  the  bill  amends  subsection  202(d)(6)  of  the  act 
to  provide  that  (1)  a  child  whose  benefits  are  terminated  at  or  after 
age  18  can  be  re-entitled  to  child's  benefits  if  he  is  disabled  (as  defined 
in  section  223(d)  of  the  act)  before  age  22,  and  (2)  such  re-entitlement 
will  end  with  the  month  preceding  the  month  in  which  the  child  dies, 
marries,  or  (in  certain  cases)  is  adopted,  or  with  the  second  month 
following  the  month  disability  ceases  unless  the  child  is  entitled  as  a 
full-time  student  and  has  not  attained  age  22. 

Section  109(e)  of  the  bill  makes  two  changes  in  section  202 (s)  of 
the  act.  Section  109(e)(1)  amends  paragraph  (1)  of  section  202(s)  to 
exclude  persons  entitled  to  child's  insurance  benefits  by  reason  of 
becoming  disabled  after  attaining  age  18  but  before  age  22  from  the 
category  of  children  aged  18-21  whose  mothers  are  ineligible  for 
benefits  on  the  basis  of  having  entitled  children  aged  18-21  in  their 
care.  Section  109(e)(2)  amends  paragraph  (2)  of  section  202 (s)  to 
extend  to  persons  entitled  to  child's  insurance  benefits  by  reason  of 
becoming  disabled  after  attaining  age  18  but  before  age  22  the  provi- 
sions that  permit  a  childhood  disability  beneficiary  to  continue  to  get 
benefits  when  he  marries  another  beneficiary,  and  which  permit  such 
other  beneficiary  to  continue  to  get  benefits  when  he  marries  such 
childhood  disability  beneficiary.  Section  109(e)(2)  also  amends  para- 
graph (3)  of  section  202  (s)  to  extend  to  the  child  entitled  on  the  basis 
of  a  disability  that  began  after  age  18  but  before  age  22  (1)  the  exemp- 
tion from  the  dependency  requirements  in  present  law  for  husband's 
and  widower's  benefits,  (2)  the  provisions  of  existing  law  for  terminat- 
ing, in  the  case  of  a  male  childhood  disability  beneficiary,  benefits 
payable  to  his  spouse  if  his  benefits  as  a  disabled  child  terminate 
because  he  is  no  longer  disabled,  (3)  the  provisions  of  present  law 
that  exempt  a  disabled  child  from  having  his  benefits  withheld  on 
account  of  work,  and  (4)  the  provisions  of  present  law  under  which  a 
disabled  child  can,  upon  marriage,  become  eligible  as  a  wife,  widow, 
husband,  or  widower  beneficiary. 

Section  109(f)  of  the  bill  (a  saving  clause)  protects  beneficiaries 
on  the  old-age,  survivors,  and  disability  insurance  benefit  rolls  in 
December  1970  in  certain  cases  where  an  individual  is  made  eligible 
for  benefits  by  this  section  of  the  bill.  If  an  individual  who  is  made 
eligible  by  this  section  becomes  entitled  to  benefits  for  January  1971, 
then  each  member  of  the  family  who  was  entitled  to  benefits  for 
December  1970  will  get  an  amount  no  less  than  he  would  have  gotten 
if  the  newly  eligible  person  had  not  become  entitled  to  benefits,  in 
spite  of  the  provisions  of  section  203(a)  (relating  to  the  limit  on  the 
total  amount  of  benefits  payable  to  a  family).  The  benefit  amount  of 
the  newly  entitled  person  would  be  determined  without  regard  to 
the  saving  clause. 

Section  109(g)  of  the  bill  provides  that  these  amendments  will 
apply  with  respect  to  monthly  benefits  for  months  after  December 
1970,  except  that  in  the  case  of  an  individual  who  is  not  entitled  to 
benefits  under  section  202  of  the  act  for  December  1970  they  will 
apply  only  on  the  basis  of  an  application  filed  after  September  30,  1970. 

SECTION  110.   ELIMINATION  OF  SUPPORT  REQUIREMENT  AS  CONDITION 
OF  BENEFITS  FOR  DIVORCED  AND  SURVIVING  DIVORCED  MOTHERS 

Section  110(a)  of  the  bill  amends  section  202(b)(1)  of  the  Social 
Security  Act  by  removing  the  requirement  that  to  get  wife's  benefits 
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an  otherwise  qualified  divorced  wife  must  have  been  receiving  one-half 
of  her  support  from  her  former  husband  or  receiving  substantial  con- 
tributions from  him  pursuant  to  a  written  agreement  unless  there  is  a 
court  order  in  effect  for  substantial  contributions  to  her  support  from 
him. 

Section  110(b)(1)  of  the  bill  amends  section  202(e).(l)  of  the  act 
by  removing  the  requirement  that  to  get  widow's  insurance  benefits 
an  otherwise  qualified  surviving  divorced  wife  must  have  been  receiv- 
ing one-half  of  her  support  from  her  former  husband  or  receiving 
substantial  contributions  from  him  pursuant  to  a  written  agreement 
unless  there  is  a  court  order  in  effect  for  substantial  contributions 
to  her  support  from  him. 

Section  110(b)(2)  of  the  bill  makes  a  conforming  change  in  section 
202(e)(6)  of  the  act, 

Section  110(c)  of  the  bill  amends  section  202(g)(1)  of  the  act 
removing  the  requirement  in  subparagraph  (F)  that  to  get  mother's 
insurance  benefits  an  otherwise  qualified  surviving  divorced  mother 
must  have  been  receiving  one-half  of  her  support  from  her  former 
husband  or  receiving  substantial  contributions  from  him  pursuant  to 
a  written  agreement  unless  there  is  a  court  order  in  effect  for  substan- 
tial contributions  to  her  support  from  him. 

Section  110(d)  of  the  bill  makes  these  amendments  effective  for  and 
after  January  1971  on  the  basis  of  applications  filed  on  and  after  the 
date  of  enactment  of  the  bill. 

ELIMINATION  OF  DISABILITY  INSURED-STATUS  REQUIREMENT  OF  SUB- 
STANTIAL RECENT  COVERED  WORK  IN  CASES  OF  INDIVIDUALS  WHO 
ARE  BLIND 

Section  1 1 1  of  the  bill  provides  that  a  blind  individual  can  be  insured 
for  disability  insurance  benefits  and  establish  a  period  of  disability 
(disability  freeze)  without  meeting  a  requirement  of  substantial  recent 
covered  work.  Under  present  law,  to  meet  this  requirement  a  disabled 
worker  (including  a  blind  worker)  generally  needs  20  quarters  of 
coverage  during  the  period  of  40  calendar  quarters  ending  with  the 
quarter  in  which  he  became  disabled.  (An  alternative  provision  takes 
into  account  that  workers  who  are  disabled  while  young  may  have 
been  in  the  work  force  for  a  relatively  short  time.) 

Section  111(a)  of  the  bill  amends  section  216  (i)  (3)  of  the  Social 
Security  Act  by  excepting  an  individual  whose  disability  is  blindness 
(as  defined  in  section  216(i)(l)  of  the  act)  from  the  requirement  of 
substantial  recent  covered  work  for  purposes  of  qualifying  for  a  period 
of  disability. 

Section  111(b)  of  the  bill  amends  section  223(c)(1)  of  the  act  by 
excepting  an  individual  whose  disability  is  blindness  from  the  require- 
ment of  substantial  recent  covered  work  for  purposes  of  qualifying  for 
disability  insurance  benefits. 

Section  111(c)  of  the  bill  provides  that  these  amendments  will  be 
effective  with  respect  to  applications  for  disability  insurance  benefits, 
and  for  disability  determinations  for  purposes  of  establishing  a  period 
of  disability,  that  are  filed  in  or  after  the  month  of  enactment,  or 
before  such  month  if  the  applicant  has  not  died  before  such  month 
and  if  either  (1)  notice  of  the  final  decision  of  the  Secretary  has  not 
been  given  to  the  applicant  before  such  month,  or  (2)  such  notice 
has  been  given  before  such  month  but  a  civil  action  thereon  is  com- 
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menced  (whether  before,  in,  or  after  such  month)  under  section 
205(g)  of  the  Social  Security  Act  and  the  decision  in  such  civil  action 
has  not  become  final  before  such  month;  except  that  no  monthly 
benefits  would  be  payable  or  increased  by  reason  of  these  amendments 
for  months  before  January  1971. 

SECTION  112.  WAGE  CREDITS  FOR  MEMBERS  OF  THE  UNIFORMED 

SERVICES 

Section  112(a)  of  the  bill  amends  section  229(a)  of  the  Social  Security 
Act  to  provide  noncontributory  wage  credits  for  service  in  the  uni- 
formed services  of  the  United  States  after  1956  and  before  1968.  (The 
noncontributory  wage  credits  are  in  addition  to  credits  for  the  service- 
man's covered  wages,  i.e.,  his  basic  service  pay.)  The  amount  of  the 
noncontributory  wage  credits  will  be  determined  in  the  same  way  as 
noncontributory  wage  credits  for  years  after  1967  are  determined 
under  present  law.  Ordinarily,  this  amount  is  $300  for  each  calendar 
quarter  in  which  the  serviceman  received  covered  wages  on  a  contribu- 
tory basis  for  his  service,  but  it  is  limited  to  $100  for  any  calendar 
quarter  in  which  his  service  pay  was  $100  or  less,  and  $200  for  any 
calendar  quarter  in  which  his  service  pay  was  more  than  $100  but  not 
more  than  $200.  (As  under  present  law,  additional  benefits  paid  as  a 
result  of  these  additional  credits  will  be  financed  from  general  revenues.) 

Section  112(b)  of  the  bill  provides  that  the  amendments  made  by 
section  112(a)  will  apply  with  respect  to  monthly  benefits  payable 
under  title  II  of  the  act  for  months  after  December  1970  and  to 
lump-sum  death  payments  in  the  case  of  deaths  after  December 
1970.  Any  person  on  the  benefit  rolls  in  December  1970  whose  monthly 
benefits  can  be  increased  as  a  result  of  the  noncontributory  wage 
credits  provided  under  section  112(a)  can  have  his  benefits  increased 
if  he  or  any  other  person  entitled  to  monthly  benefits  on  the  same 
earnings  record  files  an  application  for  a  recomputation  of  benefits. 
The  recomputed  benefit  amount  will  be  effective  for  months  beginning 
with  January  1971,  or,  if  later,  the  twelfth  month  before  the  month 
in  which  the  application  for  a  recomputation  of  benefits  is  filed. 
Recomputation  of  benefits  to  take  into  account  the  wage  credits 
provided  under  section  112(a)  will  be  made  notwithstanding  the 
limitations  on  recomputations  contained  in  section  215(f)(1)  of  the 
act  (in  general,  benefits  cannot  be  recomputed  unless  there  were 
earnings  after  1965),  and  no  such  recomputation  will  be  regarded  as  a 
recomputation  for  purposes  of  section  215(f). 

APPLICATIONS  FOR  DISABILITY  INSURANCE  BENEFITS  FILED  AFTER 
DEATH  OF  INSURED  INDIVIDUAL 

Section  113  of  the  bill  provides  that  a  period  of  disability  (disability 
freeze)  can  be  established  and  disability  insurance  benefits  (and 
related  dependents'  benefits)  can  be  paid  on  the  basis  of  an  applica- 
tion filed  within  3  months  after  the  month  of  the  death  of  the  disabled 
individual. 

Section  113(a)(1)  of  the  bill  amends  section  223(a)(1)  of  the  Social 
Security  Act  by  adding  at  the  end  a  new  sentence  which  provides  that 
entitlement  to  disability  insurance  benefits,  in  the  case  of  a  deceased 
individual,  may  be  based  upon  an  application  filed  within  3  months 
after  the  month  in  which  he  died. 
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Sections  113(a)(2),  (3),  and  (4)  of  the  bill  make  conforming  changes 
in  sections  223(a),  (b),  and  (c)  of  the  act. 

Section  113(b)  of  the  bill  amends  section  216(i)(2)(B)  of  the  act  by 
adding  at  the  end  a  new  sentence  which  provides  that  a  period  of  dis- 
ability may  begin  on  the  basis  of  an  application  for  a  disability  deter- 
mination filed  with  respect  to  a  deceased  individual  within  3  months 
after  the  month  in  which  he  died. 

Section  113(c)  of  the  bill  provides  that  these  amendments  will  apply 
in  cases  of  deaths  occurring  in  and  after  the  year  of  enactment.  In 
addition  it  provides  that  where  a  death  occurred  prior  to  the  date  of 
enactment  but  in  the  year  of  enactment,  an  application  filed  in  accord- 
ance with  such  amendments  within  3  months  after  the  date  of  enact- 
ment will,  for  purposes  of  sections  202 (j)  (1)  (relating  to  the  retroactive 
life  of  an  application  for  dependents'  benefits)  and  223(b)  (relating  to 
the  retroactive  life  of  an  application  for  disability  insurance  benefits)  of 
the  act,  be  deemed  to  have  been  filed  in  the  month  such  death  occurred. 

workmen's  compensation  offset  for  disability  insurance 
beneficiaries 

Section  114(a)  of  the  bill  amends  paragraph  (5)  of  section  224(a) 
of  the  Social  Security  Act  to  provide  that,  where  workmen's  com- 
pensation is  payable,  social  security  disability  benefits  will  be  reduced 
only  by  the  amount  by  which  the  combined  workmen's  compensation 
and  social  security  payments  exceed  100  percent  of  the  workers' 
average  current  earnings  (as  defined  in  section  224(a))  before  he 
became  disabled.  (Under  present  law,  the  reduction  applies  to  the 
amount  exceeding  80  percent  of  such  earnings.) 

Section  114(b)  of  the  bill  provides  that  this  amendment  will  apply 
with  respect  to  monthly  benefits  for  months  after  December  1970. 

SECTION    115,    COVERAGE   OF   FEDERAL   HOME   LOAN   BANK  EMPLOYEES 

Section  115(a)  of  the  bill  provides  social  security  coverage  for 
service  performed  in  the  employ  of  a  Federal  Home  Loan  Bank.  The 
Social  Security  Amendments  of  1956  amended  section  210(a)(6)(B) 
(ii)  of  the  Social  Security  Act  and  section  3121(b)  (6)  (B)(ii)  of  the 
Internal  Revenue  Code  of  1954  to  provide  such  coverage  subject  to 
the  condition  that  the  Banks  coordinate  their  retirement  systems  with 
social  security  and  that  the  plan  for  coordination  be  submitted  to 
and  approved  by  the  Secretary  of  Health,  Education,  and  Welfare 
by  July  1,  1957.  This  condition  was  not  met,  and  service  for  Federal 
Home  Loan  Banks  has  never  been  covered  for  social  security  purposes. 
Under  section  115(a),  coverage  is  effective  for  all  service  performed 
in  the  employ  of  a  Federal  Home  Loan  Bank  after  December  1970, 
and,  for  persons  in  the  employ  of  such  a  bank  on  January  1,  1971,  is 
effective  for  service  performed  in  the  employ  of  such  a  Bank  after 
December  1965  but  only  if  both  the  employee  and  the  employer 
contributions  as  specified  in  the  Federal  Insurance  Contributions 
Act  for  all  such  persons  are  paid  (as  provided  in  section  3122  of  such 
act)  by  July  1,  1971,  or  later  if  agreed  to  before  such  date  by  the 
banks  and  the  Secretary  of  the  Treasury  or  his  delegate. 

Section  115(b)  of  the  bill  repeals  subparagraphs  (A)(i)  and  (B)  of 
section  104  (i)  (2)  of  the  Social  Security  Amendments  of  1956,  which 
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contained  the  condition  that  the  FHLB  retirement  systems  must  be 
coordinated  with  social  security  and  approved  by  the  Secretary  of 
Health,  Education,  and  Welfare  by  July  1,  1957. 

SECTION  116.   POLICEMEN  AND  FIREMEN  IN  IDAHO 

Section  116  of  the  bill  amends  section  218(p)(l)  of  the  Social 
Security  Act  to  add  the  State  of  Idaho  to  the  list  of  States  specifically 
named  in  the  law  as  States  which  may  modify  their  section  218  agree- 
ment to  provide  coverage  under  the  social  security  program  for 
policemen  and  firemen  who  are  in  positions  under  a  State  or  local 
retirement  system.  (Section  218(p)(2)  of  the  Social  Security  Act, 
added  by  the  Social  Security  Amendments  of  1967,  makes  social 
security  coverage  available  to  firemen  who  are  members  of  a  retire- 
ment system  in  States  not  listed  in  section  218(p)(l),  but  only  if 
special  conditions  are  met.)  The  effective  date  of  such  coverage  would 
be  whatever  date  is  specified  by  the  State  of  Idaho  in  the  modifica- 
tion of  its  agreement,  but  could  not  be  earlier  than  the  beginning  of 
the  fifth  year  before  the  year  in  which  the  coverage  is  arranged. 

SECTION  117.   COVERAGE  OF  CERTAIN  HOSPITAL  EMPLOYEES 
IN  NEW  MEXICO 

Section  117  of  the  bill  permits  the  State  of  New  Mexico,  notwith- 
standing the  provisions  of  section  218  of  the  Social  Security  Act,  to 
modify  its  coverage  agreement  with  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  at  any  time  before  January  1,  1971,  to  provide 
coverage  for  services  of  employees  of  a  hospital  which  is  an  integral 
part  of  a  political  subdivision  to  which  the  coverage  agreement  has 
not  been  made  applicable.  The  employees  of  such  hospital  would  be 
covered  as  a  separate  coverage  group  as  defined  in  section  218(b)(5) 
of  the  act;  and  such  coverage  can  apply  only  to  service  performed  for 
a  hospital  which  has,  prior  to  1966,  withdrawn  from  a  retirement 
system  which  had  been  applicable  to  the  employees  of  such  hospital. 

SECTION  118.  PENALTY  FOR  FURNISHING  FALSE  INFORMATION  TO  OBTAIN 
A  SOCIAL  SECURITY  ACCOUNT  NUMBER 

Section  118(a)  of  the  bill  amends  section  208  of  the  Social  Security 
Act  by  adding  a  new  subsection  (f)  to  provide  that  the  penalties  in 
present  law  for  certain  fraudulent  representations  to  the  Secretary 
of  Health,  Education,  and  W  elf  are  will  apply  to  an  individual  who 
willfully,  knowingly,  and  with  the  intent  of  deceiving  the  Secretary 
as  to  his  true  identity  (or  the  true  identity  of  any  other  person) 
furnishes  false  information  with  respect  to  any  information  required 
by  the  Secretary  in  connection  with  the  establishment  and  mainte- 
nance of  the  social  security  records  of  wages  and  self-employment 
income. 

Section  118(b)  of  the  bill  provides  that  this  amendment  will  apply 
in  the  case  of  information  furnished  to  the  Secretary  after  the  date  of 
enactment  of  the  bill. 
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SECTION  119.  GUARANTEE  OF  NO  DECREASE  IN  TOTAL 
FAMILY  BENEFITS 

Section  119(a)  of  the  bill  amends  section  203(a)  of  the  Social 
Security  Act  (as  otherwise  amended  by  the  bill)  to  add  a  permanent 
saving  clause  to  guarantee  that  when  a  worker  is  getting  an  actuarially 
reduced  benefit  and  his  primary  insurance  amount  is  increased,  the 
total  benefits  payable  to  the  family  on  his  earnings  record  will  not  be 
decreased.  In  some  such  cases,  if  the  benefits  payable  to  a  family  are 
subject  to  the  maximum  limitation  on  the  total  amount  of  benefits 
payable  on  one  earnings  record,  the  family  might,  without  such  a 
saving  clause,  get  less  in  total  benefits  after  the  worker's  primary 
insurance  amount  is  increased  than  they  were  getting  before. 

Section  119(b)  makes  permanent  a  special  temporary  saving  clause 
provided  by  section  1002(b)(2)  of  the  Social  Security  Amendments 
of  1969.  Section  1002(b)(2)  provided  that  where  a  person  was  on  the 
benefit  rolls  in  1970  he,  or  his  family,  will  never  get  less  than  he 
or  they  would  have  gotten  prior  to  the  15-percent  benefit  increase 
provided  by  the  1969  amendments  as  long  as  the  person  on  he  rolls 
in  1970  remains  on  the  rolls.  Under  the  change,  the  no-loss  guarantee 
will  apply  permanently;  i.e.,  it  will  apply  without  regard  to  whether 
the  person  on  the  benefit  rolls  in  1970  remains  on  the  rolls. 

SECTION  120.  INCREASE  OF  EARNINGS  COUNTED  FOR  BENEFIT  AND  TAX 

PURPOSES 

Section  120  of  the  bill  raises  the  amount  of  annual  earnings  that  is 
subject  to  social  security  contributions  and  counted  toward  social 
security  benefits  (the  contribution  and  benefit  base)  from  $7,800  to 
$9,000  beginning  with  1971. 

Amendments  to  Title  II  of  the  Social  Security  Act 

Definition  of  wages 

Section  120(a)(1)  of  the  bill  amends  section  209(a)  of  the  Social 
Security  Act  (defining  "wages"  for  benefit  purposes)  to  make  the 
$9,000  contribution  and  benefit  base  applicable  to  wages  paid  after 
1970. 

Definition  oj  self -employment  income 

Section  120(a)(2)  of  the  bill  amends  section  211(b)(1)  of  the  act 
(defining  "self -employment  income"  for  benefit  purposes)  to  make 
the  $9,000  contribution  and  benefit  base  applicable  for  taxable  years 
beginning  after  1970. 

Quarter  of  coverage 

Section  120(a)(3)  of  the  bill  amends  clauses  (ii)  and  (iii)  of  section 
213(a)(2)  of  the  act  (defining  "quarter  of  coverage")  to  provide  that 
an  individual  will  be  credited  with  a  quarter  of  coverage  for  each 
quarter  of  a  calendar  year  after  1970  in  which  his  wages  for  such  year 
equal  $9,000  (rather  than  $7,800  as  in  present  law).  An  individual  will 
also  be  credited  with  a  quarter  of  coverage  for  each  quarter  any  part 
of  which  falls  within  a  taxable  year  beginning  after  1970  in  which  the 
sum  of  his  wages  and  self-employment  equals  $9,000. 
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Average  monthly  wage 

Section  120(a)(4)  of  the  bill  amends  section  215(e)(1)  of  the  act 
(relating  to  the  amount  of  annual  earnings  that  can  be  counted  in 
computing  a  person's  average  monthly  wage)  to  increase  from  $7,800 
to  $9,000,  effective  for  calendar  years  after  1970,  the  maximum  amount 
of  annual  earnings  that  may  be  counted  in  the  computation  of  a 
person's  average  monthly  wage  for  purposes  of  determining  benefit 
amounts. 

Amendments  to  the  Internal  Revenue  Code  oj  1954 

Definition  oj  self-employment  income 

Section  120(b)(1)  of  the  bill  amends  section  1402(b)(1)  of  the 
Internal  Revenue  Code  of  1954  (defining  "self -employment  income" 
for  social  security  tax  purposes)  by  increasing  from  $7,800  to  $9,000 
the  amount  of  annual  self -employment  income  subject  to  social  secu- 
rity contributions  for  taxable  years  beginning  after  1970. 

Definition  of  wages 

Section  120(b)(2)  of  the  bill  amends  section  3121(a)(1)  of  the  code 
(defining  "wages"  for  social  security  tax  purposes)  by  increasing  from 
$7,800  to  $9,000  the  amount  of  annual  wages  subject  to  contributions 
for  calendar  years  after  1970. 

Federal  service 

Section  120(b)(3)  of  the  bill  amends  section  3122  of  the  code  (relat- 
ing to  Federal  service)  to  conform  its  provisions  to  the  increase  in  the 
contribution  and  benefit  base  from  $7,800  to  $9,000. 

Returns  in  the  case  of  certain  governmental  employees 

Section  120(b)(4)  of  the  bill  amends  section  3125  of  the  code  (relat- 
ing to  returns  in  the  case  of  governmental  employees  in  Guam, 
American  Samoa,  and  the  District  of  Columbia)  to  conform  its  pro- 
visions to  the  increase  in  the  contribution  and  benefit  base  from  $7,800 
to  $9,000. 

Special  refunds  of  employee  contributions 

Sections  120(b)  (5)  and  120(b)  (6)  of  the  bill  amend  section  6413(c)  of 
the  code  (relating  to  special  refunds  of  social  security  contributions 
paid  by  an  employee  who  in  any  calendar  year  had  more  than  one 
employer  and  had  total  wages  in  excess  of  the  maximum  which  may 
be  counted)  to  conform  the  special  refund  provisions  to  the  $9,000 
contribution  and  benefit  base  for  calendar  years  after  1970. 

Estimated  tax  on  self -employment  income 

Section  120(b)(7)  of  the  bill  amends  section  6654(d)  (2)  (B)  (ii)  of  the 
code  (relating  to  failure  to  pay  estimated  income  tax  on  adjusted  self- 
employment  income)  to  conform  to  the  increase  in  the  contribution 
and  benefit  base  to  $9,000. 

Effective  dates 

Section  120(c)  provides  effective  dates  for  the  changes  made  by 
the  section.  The  amendments  (relating  to  wages)  made  by  sections 
120(a)(1),  120(a)(3)(A),  and  120(b)  (except  paragraphs  (1)  and  (7) 
thereof)  are  applicable  with  respect  to  remuneration  paid  after 
December  1970;  the  amendments  (relating  to  self-employment  in- 
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come)  made  by  sections  120(a)(2),  120(a)(3)(B),  120(b)(1)  and 
120(b)(7)  are  applicable  with  respect  to  taxable  years  beginning  after 
1970;  and  the  amendment  made  by  section  120(a)(4)  (relating  to 
average  monthly  wage)  is  applicable  with  respect  to  calendar  years 
after  1970. 


Section  121  of  the  bill  provides  new  schedules  of  social  security 
tax  rates  for  old-age,  survivors,  and  disability  insurance  and  for 
hospital  insurance. 

Old-age,  survivors,  and  disability  insurance  rates 

Section  121(a)  of  the  bill  amends  sections  1401(a),  3101(a),  and 
3111(a)  of  the  Internal  Revenue  Code  of  1954  to  provide  new  schedules 
of  old-age,  survivors,  and  disability  insurance  tax  rates  for  the  self- 
employed  and  for  employees  and  employers. 

Subsection  (a)  of  the  amended  section  1401  provides  a  new  schedule 
of  tax  rates  on  self-employment  income  for  purposes  of  old-age, 
survivors,  and  disability  insurance.  Under  present  law,  these  tax 
rates  are  as  follows: 

Taxable  years  beginning  after:  Percent 
1968  (and  before  1971)   6.3 

1970  (and  before  1973)   6.  9 

1972   7.  0 

Under  the  bill,  the  tax  rates  on  self-employment  income  for  old- 
age,  survivors,  and  disability  insurance  are  as  follows: 

Taxable  years  beginning  after:  Percent 

1968  (and  before  1975)   6:  3 

1974   7.  0 

Subsection  (a)  of  the  amended  section  3101  and  subsection  (a)  of 
the  amended  section  3111  provide  new  schedules  of  tax  rates  on  wages 
for  purposes  of  old-age,  survivors,  and  disability  insurance.  Under 
present  law,  these  tax  rates  for  employees  and  employers  are  as 
follows : 

Calendar  years :  Percent 

1969  to  1970,  inclusive   4.  2 

1971  to  1972,  inclusive   4.  6 

1973  and  after   5.  0 

Under  the  bill,  the  tax  rates  on  wages  for  both  employees  and 
employers  for  old-age,  survivors,  and  disability  insurance  are  as 
follows : 

Calendar  years :  Percent 


Hospital  insurance  rates 

Section  121(b)  of  the  bill  amends  sections  1401(b),  3101(b),  and 
3111(b)  of  the  code  to  provide  new  schedules  of  hospital  insurance  tax 
rates  for  the  self-employed  and  for  employees  and  employers. 

Subsection  (b)  of  the  amended  section  1401  provides  a  new  schedule 
of  tax  rates  on  self-employment  income  for  purposes  of  hospital 
insurance.  Under  present  law,  these  tax  rates  are  as  follows : 


SECTION  121.   CHANGES  IN  TAX  SCHEDULES 


1969  to  1974,  inclusive 
1975  to  1979,  inclusive 
1980  and  after  


4.  2 

5.  0 
5.  5 


115 


Taxable  years  beginning  after:  Percent 
1967  (and  before  1973)   0  60 

1972  (and  before  1976)   _  '  65 

1975  (and  before  1980)   _  _    _         _  _  _       _      _         _  '70 

1979  (and  before  1987)   __  80 

1986   .  90 

Under  the  bill,  the  tax  rates  on  self-employment  income  for  hospital 
insurance  are  as  follows: 

Taxable  years  beginning  after:  Percent 

1967  (and  before  1971)   0  6 

1970  :    1.  0 

Subsection  (b)  of  the  amended  section  3101  and  subsection  (b)  of 
the  amended  section  3111  provide  new  schedules  of  tax  rates  on  wages 
for  purposes  of  hospital  insurance.  Under  present  law,  these  tax  rates 
are  as  follows: 

Calendar  years:  Percent 

1968  to  1972,  inclusive   0.  60 

1973  to  1975,  inclusive   _         .  65 

1976  to  1979,  inclusive   .  70 

1980  to  1986,  inclusive   .80 

1987  and  after   .90 

Under  the  bill,  the  tax  rates  on  wages  for  both  employees  and 
employers  for  hospital  insurance  are  as  follows: 

Calendar  years :  Percent 

1968  to  1970,  inclusive   0.  6 

1971  and  after   1.0 

Effective  dates 

Section  121(c)  of  the  bill  provides  that  the  amendments  made  by 
sections  121(a)(1)  and  121(b)(1)  are  to  apply  with  respect  to  taxable 
years  which  begin  after  December  31,  1970,  and  that  the  remaining 
amendments  made  by  section  121  are  to  apply  with  respect  to  re- 
muneration paid  after  December  31,  1970. 


SECTION    122.    ALLOCATION    TO    DISABILITY    INSURANCE    TRUST  FUND 

Section  122(a)  of  the  bill  amends  section  201(b)(1)  of  the  Social 
Security  Act,  which  deals  with  the  amount  to  be  allocated  and  ap- 
propriated to  the  Federal  Disability  Insurance  Trust  Fund  each  year 
with  respect  to  wages  and  presently  provides  that  such  amount  with 
respect  to  any  wages  paid  after  1969  is  to  be  1.10  percent  of  such 
wages.  Under  the  amended  section  201(b)(1),  the  amount  so  allocated 
and  appropriated  will  be  0.90  percent  of  the  wages  paid  during  1971, 
1972,  1973,  and  1974,  1.05  percent  of  the  wages  paid  during  1975, 
1976,  1977,  1978,  and  1979,  and  1.15  percent  of  the  wages  paid  after 
1979. 

Section  122(b)  of  the  bill  amends  section  201(b)(2)  of  the  act,  which 
deals  with  the  amount  to  be  allocated  and  appropriated  to  the  Federal 
Disability  Insurance  Trust  Fund  each  year  with  respect  to  self- 
employment  income  and  presently  provides  that  the  amount  to 
be  so  allocated  and  appropriated  with  respect  to  any  self-employ- 
ment income  reported  for  taxable  years  beginning  after  1969  is  to  be 
0.825  percent  of  the  amount  of  such  self-employment  income.  Under 
the  amended  section  201(b)(2),  the  amount  so  allocated  and  appro- 
priated will  be  0.675  percent  of  the  self-employment  income  so  re- 
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ported  for  any  taxable  year  beginning  after  1970  and  before  1975, 
0.7875  percent  of  the  self-employment  income  so  reported  for  any 
taxable  year  beginning  after  1974  and  before  1980,  and  0.8625  percent 
of  the  self-employment  income  so  reported  for  any  taxable  year  be- 
ginning after  1979. 

TITLE  II-PROVISIONS  RELATING  TO  MEDICARE,  MEDIC- 
AID, AND  MATERNAL  AND  CHILD  HEALTH 

Part  A — Coverage  Under  Medicare  Program 

SECTION  201.   PAYMENT   UNDER   MEDICARE   PROGRAM   TO  INDIVIDUALS 
COVERED   BY   FEDERAL    EMPLOYEES   HEALTH   BENEFITS  PROGRAM 

Section  201  of  the  bill  amends  section  1862  of  the  Social  Security 
Act  (relating  to  exclusions  from  coverage)  by  adding  a  new  subsection 
(c)  which  provides  that  no  payment  may  be  made  under  either  part 
A  or  part  B  of  the  medicare  program  for  any  item  or  service  fur- 
nished to  or  on  behalf  of  an  individual  on  or  after  January  1,  1972, 
if  such  item  or  service  is  covered  under  a  Federal  employees  health 
benefits  plan  in  which  the  individual  is  enrolled,  unless  the  Secretary 
has  determined  and  certified  prior  to  the  date  such  item  or  service  is 
furnished  that  the  Federal  employees  health  benefits  program  has 
been  modified  to  assure  that  

(1)  there  is  available  to  each  Federal  employee  or  annuitant 
age  65  and  over  one  or  more  health  benefits  plans  which  supple- 
ment the  combined  protection  provided  under  parts  A  and  B  of 
title  XVIII,  and  one  or  more  health  benefits  plans  which  supple- 
ment the  protection  provided  under  part  B  alone;  and 

(2)  the  Government  will  make  a  contribution  toward  the  cost 
of  the  supplementary  protection  which  is  at  least  equal  to  the 
contribution  it  makes  for  high  option  coverage  under  the  Govern- 
ment-wide Federal  employees  health  benefits  plans;  such  contri- 
bution could  be  in  the  form  of  a  contribution  toward  the  supple- 
mentary protection,  a  payment  to  offset  the  cost  of  title  XVIII 
coverage,  or  some  combination  of  the  two. 

SECTION  202.    HOSPITAL   INSURANCE   BENEFITS   FOR   UNINSURED  INDI- 
VIDUALS NOT  ELIGIBLE  UNDER  PRESENT  TRANSITIONAL  PROVISION 

Section  202  of  the  bill  substantially  rewrites  section  103  of  the 
Social  Security  Amendments  of  1965,  which  permits  certain  persons 
not  entitled  to  social  security  or  railroad  retirement  cash  benefits  to 
qualify  for  hospital  insurance  benefits,  in  order  to  permit  additional 
uninsured  individuals  to  qualify  for  such  benefits. 

Section  202(a)  of  the  bill  amends  section  103(a)  of  the  1965  amend- 
ments to  provide  that,  in  addition  to  persons  meeting  the  present 
requirements  of  such  section,  a  person  who  (1)  is  a  resident  citizen  or 
resident  alien  age  65  or  over  but  not  eligible  for  cash  benefits,  (2) 
does  not  otherwise  qualify  for  hospital  insurance  coverage,  (3)  has 
filed  an  application  for  hospital  insurance  coverage  under  this  section 
as  required  by  regulations,  and  (4)  has  enrolled  for  supplementary 
medical  insurance  as  provided  in  section  1837  of  such  Act  as  modified 
by  the  new  section  103(d)  (discussed  below)  will  be  entitled  to  benefits 
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under  part  A  of  title  XVIII.  Such  entitlement  will  begin  with  the  day 
on  which  such  person's  coverage  period  (as  provided  in  the  new  section 
103(d))  begins  and  will  end  with  the  month  in  which  he  dies  or,  if 
earlier,  the  month  before  the  month  in  which  he  becomes  entitled  to 
hospital  insurance  benefits  under  section  226  or  certifiable  as  a  railroad 
retirement  beneficiary.  The  amended  section  103(a)  limits  the  12- 
month  retroactivity  of  hospital  insurance  coverage  provided  for  under 
such  section  103(a)  to  those  people  who  are  eligible  for  hospital 
insurance  coverage  as  a  result  of  their  meeting  the  section's  regular 
requirements. 

Section  202(b)  of  the  bill  amends  section  103(b)  of  the  1965  amend- 
ments to  provide  that  a  Federal  employee,  previously  excluded  by 
paragraph  (3)  of  such  section  103(b),  may  enroll  for  hospital  insurance 
benefits  provided  for  under  section  103(a)(2)  (as  amended  by  the  bill), 
if  he  meets  the  eligibility  requirements  for  enrolling  for  such  coverage 
as  provided  in  section  103(d)(1)  (as  amended  by  section  202(d)  of  the 
bill). 

Section  202(c)  of  the  bill  limits  the  provisions  of  section  103(c)  of 
the  1965  amendments  to  payments  made  with  respect  to  people  who 
are  entitled  to  hospital  insurance  benefits  under  section  226  of  the 
act  solely  by  reason  of  the  existing  provisions  of  section  103(a)  of  such 
amendments  (as  redesignated  section  103(a)(1)  by  the  bill). 

Section  202(d)  of  the  bill  amends  section  103  of  the  1965  amend- 
ments by  adding  a  new  subsection  (d)  to  provide  that  a  person  meeting 
the  preceding  eligibility  requirements  (as  provided  in  the  new  section 
103(a)(2))  may  enroll  for  the  hospital  insurance  benefits  provided 
under  section  103(a). 

The  new  section  103(d)  makes  the  provisions  of  sections  1837, 
1838,  1839,  and  1840  of  the  Social  Security  Act  (relating  to  enroll- 
ment, coverage,  premium  amount,  and  premium  payment,  respec- 
tively, under  the  supplementary  medical  insurance  part  of  title  XVIII 
of  the  act)  applicable  for  purposes  of  hospital  insurance  coverage  under 
the  amended  section  103  with  the  following  modifications: 

(1)  section  1837(c)  of  the  act  (relating  to  supplementary 
medical  insurance  enrollment)  is  modified  to  provide  that  an 
initial  general  enrollment  period  is  to  begin  the  first  day  of  the 
second  month  which  begins  after  the  date  of  enactment  of  the  bill 
and  is  to  end  March  31,  1971,  with  this  initial  general  enrollment 
period  being  open  to  people  who  meet  the  eligibility  requirements 
of  the  new  section  103(a)(2) ; 

(2)  section  1837(d)  of  the  act  is  modified  to  provide  that  for 
people  first  meeting  the  eligibility  requirements  for  enrolling  for 
hospital  insurance  benefits  provided  in  such  section  103(a)(2)  on 
or  after  March  31,  1971,  there  will  be  an  initial  enrollment  period 
as  otherwise  provided  in  such  section  1837(d) ; 

(3)  section  1838(a)(1)  of  the  act  (relating  to  supplementary 
medical  insurance  coverage  period)  is  modified  to  provide  that  for 
people  enrolling  for  hospital  insurance  benefits  under  the  new 
section  103(d)(1)  during  the  initial  general  enrollment  period 
described  above,  the  hospital  insurance  coverage  period  will  begin 
January  1,  1971,  or  the  first  day  of  the  month  following  the  month 
of  enrollment,  whichever  is  the  latest; 

(4)  section  1838(b)  of  the  act  is  modified  to  provide  that  a 
person's  coverage  period  for  hospital  insurance  benefits  under  the 
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new  section  103(a)(2)  will  terminate  when  he  becomes  entitled  to 
hospital  insurance  benefits  under  the  existing  provisions  of  section 
103(a)  (as  redesignated  section  103(a)(1)  by  the  bill),  and  that  if  a 
person's  supplementary  medical  insurance  enrollment  is  term- 
inated his  enrollment  and  coverage  for  hospital  insurance  under 
the  new  section  103(a)  (2)  will  be  terminated  as  of  the  same  month 
his  supplementary  medical  insurance  enrollment  and  coverage 
terminate ; 

(5)  section  1839(a)  of  the  act  is  modified  to  provide  that  each 
person  enrolling  for  hospital  insurance  benefits  as  provided  under 
the  new  section  103(a)(2)  will  pay  a  $27  monthly  premium  for 
each  month  he  is  covered  for  such  hospital  benefits  before  July 
1972; 

(6)  section  1839(b)  (1)  of  the  act  (relating  to  premium  amounts) 
is  modified  to  provide  that  the  premium  amount  to  be  paid  by 
each  enrollee  for  each  month  after  June  1972  will  be  an  amount 
(as  determined  and  promulgated  by  the  Secretary  in  December  of 
the  preceding  year,  and  rounded  to  the  nearest  $1)  equal  to  $27 
multiplied  by  the  ratio  of  (1)  the  inpatient  hospital  deductible 
for  the  current  year,  as  promulgated  under  section  1813(b)(2) 
of  the  act,  to  (2)  such  deductible  promulgated  for  1971;  and 

(7)  section  1840  of  the  act  is  modified  by  substituting  "Federal 
Hospital  Insurance  Trust  Fund"  for  "Federal  Supplementary 
Medical  Insurance  Trust  Fund". 

Section  202(d)  of  the  bill  further  amends  section  103  of  the  1965 
amendments  by  adding  a  new  subsection  (e)  to  provide  that  a  State 
or  any  other  public  or  private  agency  or  organization  will  be  permitted 
to  pay  monthly  premiums  on  behalf  of  retired  age-65-and-over  em- 
ployees who  are  eligible  for  and  have  enrolled  for  the  hospital  insurance 
protection  provided  by  the  new  section  103(a)(2).  Such  group  pre- 
mium payment  will  be  under  a  contract  or  other  arrangement  entered 
into  between  the  agency  or  organization  and  the  Secretary,  and  will  be 
permitted  only  where  the  Secretary  determines  that  such  a  method  of 
premium  payments  is  administratively  feasible. 

Part  B — Improvements  in  the  Operating  Effectiveness  of 
the  Medicare,  Medicaid,  and  Maternal  and  Child  Health 
Programs 

section  221.  limitation  on  federal  participation  for  capital 

expenditures 

Section  221(a)  of  the  bill  adds  a  new  section  1122  at  the  end  of  title 
XI  of  the  Social  Security  Act. 

Subsection  (a)  of  the  new  section  1122  expresses  the  congressional 
intent  that  funds  appropriated  under  titles  V,  XVIII,  and  XIX  of  the 
act  should  not  be  used  to  support  unnecessary  capital  expenditures  and 
that  reimbursement  under  such  titles  should  support  State  health 
planning  activities. 

Subsection  (b)  of  the  new  section  1122  provides  that  the  Secretary, 
after  consultation  with  the  State  executive  officer  and  local  public 
officials,  is  to  make  an  agreement  with  any  State  under  which  a 
designated  planning  agency  (which  has  a  governing  body  or  advisory 
body  at  least  one-half  of  whose  members  represent  consumer  interests) 
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will  (1)  make  findings  and  recommendations  with  respect  to  capital 
expenditures  proposed  by  or  on  behalf  of  any  health  care  facility  in 
its  jurisdiction,  (2)  receive  the  findings  and  recommendations  of  other 
qualified  planning  agencies  with  respect  to  proposed  capital  expendi- 
tures of  health  care  facilities  in  their  jurisdiction,  and  (3)  submit 
to  the  Secretary  any  such  finding  which  indicates  that  any  such 
expenditure  is  inconsistent  with  the  standards,  criteria,  or  plans  de- 
veloped pursuant  to  the  Public  Health  Service  Act  (or  the  Mental 
Retardation  Facilities  and  Community  Mental  Health  Centers  Con- 
struction Act  of  1963)  to  meet  the  need  for  adequate  health  care 
facilities  in  the  area  covered  by  the  plan  or  plans. 

Subsection  (c)  of  the  new  section  1122  provides  that  the  Secretary 
will  pay  from  the  Federal  Hospital  Insurance  Trust  Fund  to  any  State 
with  which  he  makes  an  agreement  the  reasonable  costs  incurred  by 
the  planning  agencies  involved  in  preparing  and  forwarding  findings 
and  recommendations  with  respect  to  proposed  capital  expenditures. 

Subsection  (d)(1)  of  the  new  section  1122  provides  that  in  determin- 
ing reimbursement  under  titles  V,  XVIII,  and  XIX  of  the  act  the  Sec- 
retary will  disallow,  for  such  periods  as  he  finds  necessary,  expenses 
with  respect  to  capital  expenditures  which  are  attributable  to  depre- 
ciation, interest  on  borrowed  funds,  a  return  on  equity  capital  (in 
the  case  of  proprietary  facilities),  or  other  expenses  related  to  such 
capital  expenditure  if  he  determines  (A)  that  neither  the  designated 
planning  agency  nor  any  other  qualified  planning  agency  had  been 
notified  of  the  proposed  capital  expenditure  at  least  60  days  before  it 
was  made,  or  (B)  that  the  agency  had  given  notice  to  the  facility 
within  a  reasonable  period  of  time  after  receipt  of  notice  of  the  pro- 
posed expenditure  and  prior  to  such  expenditure  that  it  would  not  be 
in  conformity  with  the  standards,  criteria,  or  plans  developed  by  such 
agency  or  any  other  qualified  planning  agency  for  adequate  health 
care  facilities  in  such  jurisdiction,  and  prior  to  reporting  its  findings  to 
the  Secretary  had  consulted  and  taken  into  consideration  the  findings 
and  recommendations  of  other  planning  agencies  or  organizations 
performing  similar  functions  with  respect  to  the  area  in  which  the 
health  facility  is  located. 

Subsection  (d)(2)  of  the  new  section  1122  provides  that  if  after 
submitting  the  matter  to  the  national  advisory  council  (discussed 
below)  the  Secretary  determines  that  disallowance  of  any  expense 
relating  to  a  capital  expenditure  would  be  inconsistent  with  effective 
organization  and  delivery  of  health  services  or  effective  administration 
of  title  V,  XVIII,  or  XIX,  he  shall  not  disallow  such  expense. 

Subsection  (e)  of  the  new  section  1122  provides  that  in  determining 
reimbursement  under  titles  V,  XVIII,  and  XIX  in  cases  where  facil- 
ities or  equipment  are  obtained  under  lease  that  would  have  been 
subject  to  a  disallowance  if  purchased,  the  Secretary  shall  deduct 
from  the  facility's  rental  expenses  an  amount  reasonably  equivalent 
to  that  which  would  have  been  disallowed  if  the  facilities  or  equip- 
ment had  been  purchased. 

Subsection  (f)  of  the  new  section  1122  provides  that  any  person  dis- 
satisfied with  a  determination  under  the  section  may  request  recon- 
sideration by  the  Secretary  up  to  6  months  after  notification;  such 
determinations  are  not  subject  to  other  administrative  or  judicial 
review. 

Subsection  (g)  of  the  new  section  1122  defines  the  term  "capital 
expenditure"  as  an  expenditure  which,  under  generally  accepted 
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accounting  principles,  is  not  properly  chargeable  as  an  expense  of 
operation  and  maintenance  and  exceeds  $100,000,  changes  the  facility's 
bed  capacity,  or  substantially  changes  the  facility's  services. 

Subsection  (h)  of  the  new  section  1122  provides  that  the  section  is 
not  applicable  to  Christian  Science  sanatoriums. 

Subsection  (i)(l)  of  the  new  section  1122  directs  the  Secretary  to 
establish  or  designate  a  national  advisory  council  to  assist  and  advise 
him  in  the  preparation  of  regulations  and  on  policy  matters  in  the 
administration  of  the  section. 

Subsection  (i)(2)  of  the  new  section  1122  provides  that  any  council 
so  established  or  designated  is  to  consult  and  coordinate  its  activities 
with  other  appropriate  national  advisory  councils  and  coordinate  the 
activities  under  the  section  with  related  Federal  health  programs. 

Subsection  (i)(3)  of  the  new  section  1122  provides  that  if  an  advi- 
sory council  is  newly  established  by  the  Secretary  its  members  are 
not  to  be  in  the  regular  full-time  employ  of  the  United  States  and 
are  to  be  chosen  from  among  leaders  in  the  fundamental  sciences,  the 
medical  sciences,  or  the  organization,  delivery,  and  financing  of  health 
care,  or  from  among  persons  who  are  State  or  local  officials  or  are 
active  in  community  affairs  or  public  or  civic  affairs  or  who  are  rep- 
resentative of  minority  groups.  Members  of  such  advisory  council 
will  be  entitled  to  compensation  at  rates  to  be  determined  by  the 
Secretary  but  not  to  exceed  the  maximum  rate  paid  to  a  GS-18. 

Section  221(b)  of  the  bill  provides  that  the  amendment  made  by 
section  221(a)  will  apply  with  respect  to  capital  expenditures  the 
obligation  for  which  is  incurred  after  June  30,  1971,  or  (with  respect  to 
any  State  or  part  thereof)  earlier  if  the  State  so  requests. 

Section  221(c)  of  the  bill  amends  various  provisions  of  titles  V, 
XVIII,  and  XIX  of  the  act  to  make  conforming  changes  and  to  require 
that  standards  applied  under  those  provisions  be  consistent  with  the 
new  section  1122. 

SECTION  222.  REPORT  ON  PLAN  FOR  PROSPECTIVE  REIMBURSEMENT; 
EXPERIMENTS  AND  DEMONSTRATION  PROJECTS  TO  DEVELOP  INCEN- 
TIVES FOR  ECONOMY  IN  THE  PROVISION  OF  HEALTH  SERVICES 

Section  222(a)(1)  of  the  bill  authorizes  the  Secretary  of  Health, 
Education,  and  Welfare  to  develop  and  engage  in  experiments  and 
demonstration  projects  designed  to  determine  the  advantages  and 
disadvantages  of  various  alternative  methods  of  prospective  reim- 
bursement to  hospitals,  extended  care  facilities,  and  other  providers 
of  services  under  title  XVIII  of  the  act  and  under  State  plans  ap- 
proved under  titles  XIX  and  V  of  the  act  in  order  to  stimulate  pro- 
viders through  financial  incentives  to  use  their  facilities  and  personnel 
more  efficiently  and  thereby  reduce  program  costs. 

Section  222(a)(2)  of  the  bill  provides  that  such  experiments  and 
demonstration  projects  are  to  be  of  sufficient  scope  and  applicability 
to  permit  evaluation  of  alternative  methods  of  prospective  reimburse- 
ment without  committing  the  programs  involved  to  the  adoption  of 
any  prospective  payment  system  either  locally  or  nationally. 

Section  222(a)(3)  of  the  bill  provides  that  the  Secretary  may  waive 
payment  requirements  of  titles  V,  XVIII,  and  XIX  with  respect  to 
such  experiments  and  demonstration  projects.  Any  costs  incurred  in 
such  experiments  or  projects  in  excess  of  amounts  which  would 
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normally  be  paid  under  such  titles  will  be  borne  by  the  Secretary. 
The  Secretary  will  obtain  the  advice  and  recommendations  of  com- 
petent specialists  prior  to  instituting  any  such  experiment  or  project, 
and  will  furnish  to  the  Committee  on  Ways  and  Means  of  the  House 
of  Representatives  and  the  Committee  on  Finance  of  the  Senate  at 
least  60  days  prior  to  placing  an  experiment  or  project  in  operation  a 
written  report  containing  a  full  description  of  the  experiment  or 
project. 

Section  222(a)(4)  of  the  bill  provides  that  grants  and  payments  for 
experiments  and  demonstration  projects  are  to  be  made  from  the 
Federal  trust  funds  established  for  the  hospital  and  supplementary 
medical  insurance  programs  under  title  XVIII  of  the  act. 

Section  222(a)(5)  of  the  bill  provides  that  the  Secretary  is  to 
submit  a  report  to  the  Congress  no  later  than  July  1,  1972,  on  the 
experiments  and  projects  carried  out.  Such  report  is  to  include  de- 
tailed recommendations  with  respect  to  program-wide  implementa- 
tion of  a  system  of  prospective  reimbursement. 

Section  222(a)(6)  of  the  bill  amends  section  1875(b)  of  the  Social 
Security  Act  to  provide  that  the  Secretary's  annual  report  to  the 
Congress  concerning  the  operation  of  the  health  insurance  program 
will  include  a  report  of  the  experiments  and  demonstration  projects 
authorized  by  section  222(a). 

Section  222(b)(1)  of  the  bill  amends  section  402(a)  of  the  Social 
Security  Amendments  of  1967  to  provide  authorization  for  the  Secre- 
tary to  develop  and  engage  in  experiments  and  demonstration  projects 
for  the  following  purposes:  to  determine  whether  changes  in  methods 
of  payment  (other  than  those  authorized  in  section  222(a)  of  the  bill) 
would  create  incentives  for  increasing  efficiency  and  economy  for 
health  care  and  services  under  health  programs  established  by  the 
Social  Security  Act;  to  determine  whether  payments  to  organizations 
and  institutions  providing  comprehensive  health  care  services  for 
noncovered  services  incidental  to  covered  services  would  result  in  a 
more  economical  provision  and  effective  utilization  of  covered  services ; 
to  determine  whether  use  of  rates  of  payment  approved  by  a  State  for 
purposes  of  administering  one  or  more  of  its  laws  would  reduce  the 
costs  of  health  programs  established  by  the  act;  to  determine  whether 
payments  based  on  a  single,  combined  rate  of  reimbursement  for 
teaching  activities  and  patient  care  rendered  by  residents,  interns, 
and  supervisory  physicians  connected  with  a  graduate  medical 
education  program  would  result  in  more  equitable  and  economical 
patient  care  arrangements;  and  to  determine  whether  areawide  or 
community-wide  utilization  review  and  medical  review  mechanisms 
would  more  effectively  control  use  of  services.  Grants  and  payments 
for  these  experiments  and  demonstration  projects  are  to  be  made 
from  the  Federal  trust  funds  established  for  the  hospital  and  supple- 
mentary medical  insurance  programs  under  title  XVIII  of  the  act. 

Section  222(b)(2)  of  the  bill  amends  section  402(b)  of  the  1967 
amendments  to  make  conforming  changes  which  permit  demonstra- 
tion projects  as  well  as  experiments  and  to  require  the  Secretary  to 
furnish  to  the  Committee  on  Ways  and  Means  of  the  House  of  Repre- 
sentatives and  the  Committee  on  Finance  of  the  Senate  at  least  60 
days  prior  to  placing  an  experiment  or  project  in  operation  a  written 
report  containing  a  full  description  of  the  experiment  or  project. 
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Section  222(b)(3)  of  the  bill  amends  section  1875(b)  of  the  act  to 
provide  that  the  Secretary's  annual  report  to  the  Congress  concerning 
the  operation  of  the  health  insurance  program  will  include  a  report 
on  the  experiments  and  demonstration  projects  authorized  under  the 
amendments  made  by  section  222(b)  of  the  bill. 

SECTION  223.   LIMITATIONS  ON  COVERAGE  OF  COSTS  UNDER  MEDICARE 

PROGRAM 

Section  223(a)  of  the  bill  amends  section  1861  (v)(l)  of  the  act 
(defining  reasonable  cost  for  purposes  of  provider  reimbursement)  by 
excluding  from  recognition  as  reasonable  any  part  of  incurred  cost 
found  to  be  unnecessary  in  the  efficient  delivery  of  needed  health 
services. 

Section  223(b)  of  the  bill  amends  section  1861  (v)(l)  of  the  act  to 
provide  for  the  establishment  of  limits  on  costs  which  will  be  recog- 
nized as  reasonable  based  on  estimates  of  the  costs  necessary  in  efficient 
delivery  of  services. 

Section  223(c)  and  section  223(d)  of  the  bill  further  amend  section 
1861  (v)(l)  of  the  act  to  make  it  clear  that  the  medicare  objective  of 
meeting  all  direct  and  indirect  costs  of  providing  covered  services  to 
covered  individuals  does  not  extend  to  those  costs  determined  to  be 
unnecessary  in  the  efficient  delivery  of  covered  services. 

Section  223(e)  of  the  bill  amends  section  1866(a)(2)(B)  of  the  act 
to  permit  a  provider  to  impose  charges  for  items  or  services  in  excess 
of  or  more  expensive  than  items  or  services  for  which  reimbursement 
may  be  made  under  title  XVIII  even  where  not  requested  by  the 
patient  provided  that  (A)  such  charges  are  customarily  imposed  by 
such  provider,  do  not  exceed  the  excess  cost  of  such  items  or  services 
in  the  provider's  previous  fiscal  period,  and  are  identified  (to  the 
person  to  whom  the  items  or  services  are  furnished)  as  costs  in  excess 
of  those  determined  to  be  necessary,  and  (B)  the  Secretary  provides 
public  notice  that  such  charges  may  be  imposed. 

Section  223(f)  of  the  bill  amends  section  1861  (v)  of  the  act  (as 
otherwise  amended  by  the  bill)  to  provide  for  reduction  of  program 
reimbursement  to  providers  of  services  in  those  instances  where  the 
provider  imposes  charges  in  excess  of  or  more  expensive  than  those 
determined  to  be  necessary  in  the  efficient  delivery  of  health  services 
to  the  extent  that  such  charges  exceed  the  cost  actually  incurred  for 
such  items  or  services. 

Section  223(g)  of  the  bill  amends  section  1866(a)(2)  of  the  act  to 
provide  that  a  provider  of  services  may  not  impose  additional  charges 
upon  a  patient  as  otherwise  permitted  under  the  amendments  made 
by  section  223  if  the  admitting  physician  has  a  direct  or  indirect 
financial  interest  in  such  provider. 

Section  223(h)  of  the  bill  provides  that  these  amendments  will  be 
effective  upon  the  enactment  of  the  bill. 

SECTION  224.  LIMITS  ON  PREVAILING  CHARGE  LEVELS 

Section  224(a)  of  the  bill  amends  section  1842(b)(3)  of  the  Social 
Security  Act  with  respect  to  the  determination  of  the  reasonable 
charge  for  services  furnished  under  the  supplementary  medical  in- 
surance program.  Under  the  amendment,  no  charge  for  services 
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rendered  after  June  30,  1970,  and  before  July  1,  1971,  may  be  deter- 
mined to  be  reasonable  if  it  exceeds  the  higher  of  (1)  the  prevailing 
charge  recognized  by  the  carrier  for  similar  services  in  the  same  locality 
in  administering  the  supplementary  medical  insurance  program  under 
part  B  of  title  XVIII  on  June  30,  1970,  or  (2)  the  prevailing  charge 
level  that  would  cover  75  percent  of  the  customary  charges  made  for 
similar  services  in  the  same  locality  during  the  calendar  year  1969  on 
the  basis  of  statistical  data  and  methodology  acceptable  to  the 
Secretary. 

.  With  respect  to  services  rendered  after  June  30,  1971,  the  charges 
recognized  as  prevailing  within  a  locality  may  be  increased  in  any  fiscal 
year  only  to  the  extent  found  necessary  to  cover  75  percent  of  the 
customary  charges  made  for  similar  services  in  the  same  locality 
during  the  last  preceding  elapsed  calendar  year,  on  the  basis  of  statisti- 
cal data  and  methodology  acceptable  to  the  Secretary;  in  no  case 
may  they  be  increased  (in  the  aggregate)  beyond  the  levels  that 
would  cover  75  percent  of  the  customary  charges  made  for  similar 
services  in  the  same  locality  during  the  calendar  year  1969,  except  to 
the  extent  that  the  Secretary  finds  that  such  adjustments  are  justified 
by  economic  changes  on  the  basis  of  appropriate  economic  index  data. 

In  the  case  of  medical  services,  supplies,  and  equipment  that,  in  the 
judgment  of  the  Secretary,  do  not  generally  vary  significantly  in 
quality  from  one  supplier  to  another,  the  charges  incurred  after  June 
30,  1970,  and  determined  to  be  reasonable  may  exceed  the  lowest 
charge  levels  at  which  such  services,  supplies,  and  equipment  are 
widely  available  in  a  locality  only  to  the  extent  and  under  the  cir- 
cumstances specified  by  the  Secretary. 

Section  224(b)  of  the  bill  amends  section  1903  of  the  act  by  adding 
a  new  subsection  (g)  providing  that  payment  to  States  under  the 
medicaid  program  may  not  be  made  with  respect  to  any  amount 
paid  for  items  or  services  furnished  under  a  State  plan  after  June  30, 
1970,  to  the  extent  that  such  amount  exceeds  the  charge  which  would 
be  determined  to  be  reasonable  for  such  items  or  services  under  the 
amendments  made  by  section  224(a)  of  the  bill. 

Section  224(c)  of  the  bill  amends  section  506  of  the  act  by  adding  a 
new  subsection  (f)  providing  that  payment  to  States  under  the 
maternal  and  child  health  program  may  not  be  made  with  respect  to 
any  amount  paid  for  items  or  services  furnished  under  a  State  plan 
after  June  30,  1970,  to  the  extent  that  such  amount  exceeds  the 
charge  which  would  be  determined  to  be  reasonable  for  such  items  or 
services  under  the  amendments  made  by  section  224(a)  of  the  bill. 

SECTION  225.  ESTABLISHMENT  OF  INCENTIVES  FOR  STATES  TO  EMPHASIZE 
OUTPATIENT  CARE  UNDER  MEDICAID  PROGRAMS 

Section  225(a)  of  the  bill  amends  section  1903  of  the  Social  Security 
Act  (as  otherwise  amended  by  the  bill)  by  adding  a  new  subsection  (e) 
to  provide  variable  Federal  matching  rates  for  certain  services  pro- 
vided under  State  medicaid  plans.  Under  the  amendment,  with 
respect  to  services  provided  after  December  1970  there  will  be  (1)  an 
increase  of  25  percent  in  the  matching  rate  (up  to  a  maximum  of 
95  percent)  for  outpatient  hospital  services,  clinic  services,  and  home 
health  services  (other  than  physical  therapy  services) ;  (2)  a  decrease 
of  33%  percent  in  the  matching  rate  after  the  first  60  days  of  inpatient 
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hospital  services  furnished  an  individual  in  any  fiscal  year  in  a  general 
or  tuberculosis  hospital;  (3)  a  decrease  of  33^  percent  in  the  matching 
rate  after  the  first  90  days  of  a  patient's  care  in  any  fiscal  year  in  a 
skilled  nursing  home;  and  (4)  a  decrease  of  33K  percent  in  the  matching 
rate  after  90  days  of  a  patient's  care  (occurring  after  December  1970) 
in  a  mental  hospital,  with  the  complete  elimination  of  Federal  match- 
ing after  the  patient  has  received  an  additional  275  days  of  such  care 
during  his  lifetime. 

Section  225(b)(1)  of  the  bill  amends  section  1121  of  the  act  by 
adding  a  new  subsection  (f),  providing  the  Secretary  with  authority 
to  reduce  the  amount  of  expenditures  for  which  Federal  matching 
will  be  available  in  the  case  of  intermediate  care  facilities  in  a  State 
(for  calendar  quarters  after  1970),  where  he  determines  that  a  reason- 
able cost  differential  does  not  exist  between  the  cost  of  skilled  nursing 
home  services  and  the  cost  of  intermediate  care  facility  services  in 
such  State,  by  the  reasonable  equivalent  of  the  increased  amount  paid 
because  of  the  lack  of  such  differential. 

Section  225(b)(2)  of  the  bill  amends  section  1121(e)  of  the  act 
to  eliminate  public  mental  institutions  from  the  definition  of  "inter- 
mediate care  facility". 

SECTION  226.  PAYMENT  FOR  SERVICES  OF  TEACHING  PHYSICIANS  UNDER 

MEDICARE  PROGRAM 

Section  226  of  the  bill  amends  section  1833  of  the  Social  Security 
Act  with  respect  to  the  basis  and  amount  of  reimbursement  for  certain 
services  performed  by  physicians  in  hospitals. 

Section  226(a)(1)  of  the  bill  adds  to  section  1833(a)(1)  of  the  act 
a  new  clause  (C)  describing  two  circumstances  under  which  payment 
for  services  performed  by  a  physician  in  a  hospital  and  covered  under 
the  supplementary  medical  insurance  program  established  under  part 
B  of  title  XVIII  will  be  equal  to  100  percent  of  the  reasonable  cost  of 
the  services  to  the  hospital  or  other  medical  service  organization  which 
incurs  the  costs  (instead  of  80  percent  of  the  charges  for  the  services 
as  in  present  law).  Such  payment  on  a  reasonable  cost  basis  will  be 
applicable  with  respect  to  the  physician's  services  to  hospital  patients 
if  (1)  the  services  are  similar  to  services  furnished  in  comparable 
circumstances  to  all  patients  (or  all  members  of  a  class  of  patients) 
who  are  not  covered  under  the  insurance  program  under  part  B  of 
title  XVIII  or  under  medicaid  and  such  patients  are  not  required  to 
pay  the  reasonable  charge  for  the  services  even  when  they  have  private 
insurance  covering  the  services  or  (as  defined  in  regulations)  are  other- 
wise able  to  pay,  or  (2)  patients  covered  under  part  B  of  title  XVIII  are 
not  required  to  pay  any  charges  for  the  services,  or  are  required  to  pay 
reasonable  charges  but  without  obtaining  from  them  or  on  their 
behalf  the  applicable  deductible  and  coinsurance  amounts  in  addition 
to  the  part  B  payments. 

Section  226(a)(2)  of  the  bill  adds  to  section  1833(d)  of  the  act  a 
new  clause  (3)  to  provide  that  expenses  incurred  under  the  supple- 
mentary medical  insurance  program  for  physicians'  services  which  are 
reimbursed  on  the  basis  of  100  percent  of  reasonable  cost  to  the  hospi- 
tal or  medical  service  organization  incurring  such  cost  will  not  be 
taken  into  account  for  purposes  of  meeting  the  annual  $50  deductible 
under  that  program. 
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Section  226(b)  of  the  bill  provides  that  where  the  faculty  of  a  medical 
school  provides  services  in  a  hospital  which  would  be  reimbursable 
under  part  A  of  title  XVIII  if  furnished  directly  by  the  hospital  and 
the  hospital  pays  to  the  medical  school  on  account  of  such  services 
less  than  the  reasonable  cost  of  such  services  to  the  school,  the  reason- 
able cost  of  such  services  to  the  medical  school  will  be  included  in 
determining  the  reasonable  cost  to  the  hospital  of  furnishing  services 
covered  under  part  A. 

Section  226(c)  of  the  bill  provides  that  the  amendments  made  by 
section  226  (a)  will  apply  to  bills  submitted  and  requests  for  payment 
made  after  the  date  of  enactment  of  the  bill,  and  that  the  amendments 
made  by  section  226(b)  will  be  effective  for  accounting  periods  begin- 
ning after  such  date. 

SECTION  227.  AUTHORITY  OF  SECRETARY  TO  TERMINATE  PAYMENTS  TO 
SUPPLIERS  OF  SERVICES 

Section  227(a)  of  the  bill  amends  section  1862  of  the  Social  Security 
Act  (as  otherwise  amended  by  the  bill)  by  adding  a  new  subsection  (d) 
which  provides  that  no  payment  may  be  made  under  either  part  A 
or  part  B  of  title  XVIII  for  items  or  services  furnished  by  a  person 
whom  the  Secretary  determines  (1)  has  made  or  caused  to  be  made 
false  statements  or  misrepresentations  of  fact  for  use  in  applying  for 
payment  or  determining  the  right  to  a  payment  under  the  medicare 
program;  (2)  has  submitted  or  caused  to  be  submitted  bills  or  requests 
for  payment  containing  charges  (or  costs)  which  the  Secretary,  with 
the  concurrence  of  the  program  review  team  (discussed  below),  finds  to 
be  substantially  in  excess  of  such  person's  customary  charges  (or 
costs)  unless  there  is  good  cause  for  such  charges  (or  costs) ;  or  (3) 
has  furnished  services  or  supplies  which  the  Secretary,  with  the  con- 
currence of  the  physicians  or  other  professional  health  personnel  of  the 
program  review  team,  determines  are  substantially  in  excess  of  the 
needs  of  or  are  harmful  to  individuals,  or  are  of  grossly  inferior  quality. 
The  determinations  of  the  Secretary  pursuant  to  these  provisions  are 
to  be  effective  after  there  has  been  given  such  reasonable  notice  to  the 
public  and  the  person  involved  as  may  be  specified  in  regulations.  The 
stoppage  of  payment  is  to  be  effective  with  respect  to  services  fur- 
nished on  or  after  the  effective  date  of  the  determination  (except  in  the 
case  of  a  hospital,  extended  care  facility,  and  home  health  agency,  for 
which  the  determination  would  be  effective  in  the  manner  provided  for 
terminations  of  agreements  under  section  1866(b)  (3)  and  (4))  and  will 
continue  until  the  Secretary  finds  that  the  abuses  which  led  to  the 
decision  have  ceased  and  there  is  reasonable  assurance  that  they  will 
not  recur.  Any  person  furnishing  services  who  is  dissatisfied  with  the 
Secretary's  decision  is  entitled  to  a  hearing  by  the  Secretary  and  to 
judicial  review  of  the  Secretary's  decision. 

The  new  section  1862(d)  also  provides  for  the  establishment  by  the 
Secretary,  in  each  State,  of  one  or  more  program  review  teams.  In 
appointing  these  teams  the  Secretary  will  consult  with  State  and 
local  professional  societies,  carriers  and  intermediaries,  and  consumer 
representatives.  The  duties  of  the  teams  will  include  (1)  the  review  of 
statistical  data  on  program  utilization  furnished  by  the  Secretary; 
(2)  the  submission  of  periodic  reports  to  the  Secretary  concerning  this 
review  together  with  any  recommendations  they  may  have  concerning 
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it;  (3)  the  review  of  particular  cases  where  there  is  a  likelihood  of 
abuse;  and  (4)  the  submission  to  the  Secretary  of  periodic  reports 
concerning  such  review,  together  with  their  analyses  and  recom- 
mendations. 

Section  227(b)  of  the  bill  amends  section  1866(b)(2)  of  the  act  to 
provide  that  the  Secretary  may  terminate  an  agreement  with  a  pro- 
vider of  services  under  the  medicare  program  if  he  determines  that 
the  provider  (1)  has  made  or  caused  to  be  made  false  statements  or 
misrepresentations  of  fact  for  use  in  applying  for  payment  or  deter- 
mining the  right  to  a  payment  under  that  program;  (2)  has  submitted 
or  caused  to  be  submitted  requests  for  payment  for  services  which 
are  substantially  in  excess  of  the  costs  incurred  in  rendering  such 
services;  or  (3)  has  furnished  services  or  supplies  which  the  Secretary, 
with  the  concurrence  of  the  physicians  or  other  professional  health 
personnel  of  the  program  review  team,  determines  are  substantially 
in  excess  of  the  needs  of  or  are  harmful  to  individuals,  or  are  of  grossly 
inferior  quality. 

Section  227(c)  of  the  bill  amends  section  1903(g)  of  the  act  (as 
added  by  section  224(b)  of  the  bill)  to  provide  that  no  payment  may 
be  made  by  the  Federal  Government  to  a  State  for  amounts  paid  for 
items  or  services  furnished  after  June  1970  under  a  State  plan  for 
medical  assistance  which  are  (1)  in  excess  of  the  reasonable  charge  as 
determined  under  the  third,  fourth,  and  fifth  sentences  of  section 
1842(b)(3)  (as  added  by  the  bill),  or  (2)  precluded  from  payment 
under  title  XVIII  because  of  a  determination  of  the  Secretary  pursuant 
to  the  new  section  1862(d)(1)  or  under  the  new  clause  (D),  (E),  or  (F) 
of  section  1866(b)(2). 

Section  227(d)  of  the  bill  amends  section  506(f)  of  the  act  to 
provide  that  no  payment  may  be  made  by  the  Federal  Government 
to  a  State  for  amounts  paid  for  items  or  services  furnished  under  a 
State  plan  for  maternal  and  child  health  services  and  services  for 
crippled  children  which  are  (1)  in  excess  of  the  reasonable  charge  as 
determined  under  the  third,  fourth,  and  fifth  sentences  of  section 
1842(b)(3)  (as  added  by  the  bill),  or  (2)  precluded  from  payment 
under  title  XVIII  because  of  a  determination  by  the  Secretary  pur- 
suant to  the  new  section  1862(d)(1)  or  under  the  new  clause  (D),  (E), 
or  (F)  of  section  1866(b)(2). 

SECTION    228.     ELIMINATION    OF    REQUIREMENT    THAT    STATES  MOVE 
TOWARD   COMPREHENSIVE  MEDICAID  PROGRAMS 

Section  228  of  the  bill  repeals  section  1903(e)  of  the  Social  Security 
Act  (and  section  2(b)  of  Public  Law  91-36)  so  as  to  remove  the  re- 
quirement that  each  State  make  "a  satisfactory  showing  that  it  is 
making  efforts  in  the  direction  of  broadening  the  scope  of  the  care 
and  services  made  available  under  the  plan  and  in  the  direction  of 
liberalizing  the  eligibility  requirements  for  medical  assistance,  with 
a  view  toward  furnishing  by  July  1,  1975,  comprehensive  care  and 
services  to  substantially  all  individuals  who  meet  the  plan's  eligibility 
standards". 
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SECTION  229.  DETERMINATION  OF  REASONABLE  COST  OF  INPATIENT 
HOSPITAL  SERVICES  UNDER  MEDICAID  AND  MATERNAL  AND  CHILD 
HEALTH  PROGRAMS 

Section  229(a)  of  the  bill  amends  section  1902(a) (13)  of  the  Social 
Security  Act  to  authorize  States  to  develop  their  own  methods  and 
standards  for  determining  the  reasonable  cost  of  inpatient  hospital 
care  for  medicaid  eligibles,  subject  to  the  condition  that  (1)  hospitals 
and  private  patients  may  not  be  required  to  bear  the  cost  of  care  for 
those  under  the  plan  nor  may  the  plan  be  required  to  pay  for  services 
to  those  not  covered  by  the  plan,  and  (2)  reimbursement  by  the  States 
may  in  no  case  exceed  the  amount  which  would  be  determined  to  be 
the  reasonable  cost  of  the  inpatient  hospital  services  under  title  XV11I. 

Section  229(b)  of  the  bill  amends  section  505(a)(6)  of  the  act  to 
give  States  the  same  authority  (to  develop  their  own  methods  and 
standards  for  determining  the  reasonable  cost  of  inpatient  hospital 
care,  subject  to  the  specified  conditions)  under  their  maternal  and 
child  health  plans. 

Section  229(c)  provides  that  these  amendments  will  be  effective 
July  1,  1971  (or  earlier  if  the  State  plan  so  provides). 

SECTION  230.  AMOUNT  OF  PAYMENTS  WHERE  CUSTOMARY  CHARGES  FOR 
SERVICES  FURNISHED  ARE  LESS  THAN  REASONABLE  COST 

Section  230(a)  of  the  bill  amends  section  1814(b)  of  the  Social 
Security  Act  to  provide  that  payments  to  nonpublic  providers  of 
services  under  the  hospital  insurance  program  will,  Subject  to  the 
applicable  deductible  and  coinsurance  provisions,  be  the  lesser  of 
the  reasonable  cost  of  the  services  as  determined  under  section  1861  (v) 
of  the  act  or  the  customary  charges  for  the  services.  If  the  services 
are  furnished  free  or  at  only  nominal  charge  by  a  public  provider  of 
services,  such  payments  will  be  determined  on  the  basis  of  those  items 
(specified  in  regulations)  included  in  the  determination  of  the  reason- 
able cost  which  the  Secretary  finds  will  provide  fair  compensation 
for  the  services. 

Section  230(b)  of  the  bill  amends  section  1833(a)(2)  of  the  act  to 
provide  that  payments  under  the  medical  insurance  program  to  non- 
public providers  of  services  will  be  80  percent  of  the  lesser  of  the 
reasonable  cost  of  the  services  as  determined  under  section  1861  (v)  or 
the  customary  charges  for  the  services.  Public  providers  which  furnish 
services  free  or  at  nominal  charge  will  be  reimbursed  at  80  percent  of 
reasonable  cost  as  determined  under  section  1814(b)(2)  of  the  act. 

Section  1833(c)  of  the  bill  amends  section  1903(g)  of  the  act  (as 
otherwise  amended  by  the  bill)  to  provide  a  similar  basis  for  payments 
to  States  under  their  plans  established  and  approved  under  title  XIX 
of  the  act. 

Sections  230(d)  and  230(e)  of  the  bill  amend  section  506(f)  and 
section  509(a)  of  the  act  (as  otherwise  amended  by  the  bill)  to  pro- 
vide a  similar  basis  for  payments  to  States  for  items  and  services 
reimbursable  under  title  V  of  the  act. 

Section  230(f)  of  the  bill  provides  that  the  amendments  made  by 
section  230  (a)  and  (b)  will  apply  to  services  furnished  by  hospitals, 
extended  care  facilities,  and  home  health  agencies  in  accounting  pe- 
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riods  beginning  after  June  30,  1970,  and  that  the  amendments  made 
by  section  230  (c),  (d),  and  (e)  will  apply  to  services  furnished  in 
calendar  quarters  beginning  after  June  30,  1970. 

SECTION   231.    INSTITUTIONAL   PLANNING   UNDER   MEDICARE  PROGRAM 

Section  231(a)  of  the  bill  amends  section  1861(e)  of  the  Social 
Security  Act  to  require  an  institution  to  have  in  effect  an  overall 
plan  and  budget  in  order  to  qualify  as  a  hospital  under  the  medicare 
program. 

Section  231(b)  of  the  bill  amends  section  1861(f)(2)  of  the  act  to 
impose  a  similar  requirement  with  respect  to  psychiatric  hospitals. 

Section  231(c)  of  the  bill  amends  section  1861(g)(2)  of  the  act  to 
impose  a  similar  requirement  with  respect  to  tuberculosis  hospitals. 

Section  231(d)  of  the  bill  amends  section  1861  (j)  of  the  act  to  impose 
a  similar  requirement  with  respect  to  extended  care  facilities. 

Section  231(e)  of  the  bill  amends  section  1861  (o)  of  the  act  to 
impose  a  similar  requirement  with  respect  to  home  health  agencies. 

Section  231(f)  of  the  bill  further  amends  section  1861  of  the  act  by 
adding  a  new  subsection  (z) ,  which  defines  an  overall  plan  and  budget 
as  one  that  provides  for  a  detailed  annual  operating  budget,  provides 
for  a  capital  expenditure  plan  for  at  least  a  3-year  period  which  in- 
cludes all  anticipated  capital  expenditures  in  excess  of  $100,000,  is 
reviewed  and  updated  annually,  and  is  prepared  by  a  committee 
consisting  of  representatives  of  the  administrative  staff,  the  medical 
staff,  and  the  governing  body  of  the  institution  involved. 

Section  231(g)  of  the  bill  amends  sections  1814(a)(2)(C),  1814(a) 
(2)(D),  and  1863  of  the  act  to  make  conforming  changes. 

Section  231(h)  of  the  bill  amends  section  1865  of  the  act  to  provide 
that  if  the  Joint  Commission  on  Accreditation  of  Hospitals  requires 
hospitals  to  have  institutional  plans  as  defined  in  the  new  section 
1861  (z)  as  a  condition  of  accreditation,  all  hospitals  accredited  by 
the  Commission  may  be  considered  as  satisfying  the  new  section 
1861(e)(8). 

Section  231  (i)  of  the  bill  provides  that  these  amendments  will 
apply  with  respect  to  any  provider  of  services  for  its  fiscal  years 
beginning  after  the  fifth  month  following  the  month  in  which  this 
act  is  enacted. 

SECTION  232.  PAYMENTS  TO  STATES  UNDER  MEDICAID  PROGRAMS  FOR 
INSTALLATION  AND  OPERATION  OF  CLAIMS  PROCESSING  AND  INFOR- 
MATION RETRIEVAL  SYSTEMS 

Section  232(a)  of  the  bill  amends  section  1903(a)  of  the  Social 
Security  Act  by  inserting  a  new  paragraph  (3)  which  authorizes  90- 
percent  Federal  matching  to  enable  States  to  design,  develop,  and 
install  mechanized  claims  processing  and  information  retrieval  systems 
deemed  necessary  by  the  Secretary  to  provide  efficient  and  economical 
administration  of  their  medicaid  plans  and  to  be  compatible  with 
claims  processing  and  retrieval  systems  utilized  in  the  administration  of 
title  XVIII,  including  matching  of  the  State's  share  of  the  cost  of 
installing  such  a  system  to  be  used  jointly  in  the  administration  of 
such  State's  plan  and  that  of  any  other  State  approved  under  title 
XIX. 
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The  new  section  1903(a)(3)  also  authorizes  75-percent  Federal 
matching  of  administrative  expenses  incurred  in  the  operation  of  such 
systems  if  they  are  approved  by  the  Secretary  and  have  the  capacity 
to  provide  basic  information  to  recipients  on  services  paid  for  by  the 
program,  including  the  names  of  the  providers  furnishing  services  to 
such  recipients,  the  dates  on  which  such  services  were  furnished,  and 
the  amount  of  the  payment  made. 

Section  232(b)  of  the  bill  provides  that  this  amendment  will  apply  to 
medicaid  expenditures  made  after  June  30,  1970. 

SECTION    233.    ADVANCE    APPROVAL    OF    EXTENDED    CARE    AND  HOME 
HEALTH  COVERAGE  UNDER  MEDICARE  PROGRAM 

Section  233(a)  of  the  bill  amends  section  1862  of  the  Social  Security 
Act  (as  otherwise  amended  by  the  bill)  by  adding  a  new  subsection  (e) . 
Paragraph  (1)  of  the  new  subsection  (e)  provides  that  (1)  where  a 
patient's  physician  completes  the  certification  for  post-hospital 
extended  care  services  or  post-hospital  home  health  services  (which  is 
required  by  subpar.  (C)  or  (D)  of  sec.  1814(a)(2)  of  the  act)  for  a 
condition  which  is  designated  in  regulations,  and  (2)  such  physician 
submits  to  the  extended  care  facility  prior  to  the  patient's  admission  a 
plan  for  furnishing  the  services  or  to  the  home  health  agency  prior  to 
the  first  visit  a  plan  specifying  the  type  and  frequency  of  the  services 
required,  and  (3)  there  is  compliance  with  such  additional  procedures 
and  requirements  as  may  be  prescribed  in  regulations,  then  the 
provisions  of  section  1862(a)(1)  (excluding  coverage  for  services 
which  are  not  reasonable  and  necessary  for  diagnosis  or  treatment  of 
an  illness  or  injury  or  to  improve  the  functioning  of  a  malformed 
body  member)  and  section  1862(a)(9)  (excluding  coverage  for 
custodial  care)  will  not  apply  for  the  conditions  and  related  periods 
of  time  prescribed  in  regulations.  An  exception  to  this  rule  is  made 
where,  in  the  case  of  extended  care  services,  a  finding  is  made  by  the 
facility's  utilization  review  committee  (under  sec.  1814(a)(7)  of 
the  act)  that  further  stay  in  the  facility  is  not  medically  necessary. 

Paragraph  (2)  of  the  new  section  1862(e)  provides  that,  in  specifying 
the  conditions  and  periods  of  time  described  above,  the  Secretary  will 
take  into  account  the  medical  severity  of  such  conditions,  the  periods 
for  which  such  conditions  generally  require  extended  care  or  home 
health  services,  the  length  of  stay  in  an  institution  generally  needed 
for  treatment,  and  other  pertinent  factors  affecting  the  type  of  care 
to  be  provided. 

Paragraph  (3)  of  the  new  section  1862(e)  provides  that  if  the  Secre- 
tary determines  that  a  physician  is  submitting  with  some  frequency 
erroneous  certifications  of  conditions  prescribed  in  regulations  or 
inappropriate  plans  of  treatment,  the  provisions  of  sections  1862(a)(1) 
and  1862(a)(9)  of  the  act  will,  after  the  date  of  such  determination, 
apply  to  patients  for  whom  such  physician  submits  certifications  or 
plans  notwithstanding  paragraph  (1)  of  the  new  section  1862(e). 

Section  233(b)  provides  that  this  amendment  will  be  effective  with 
respect  to  admissions  to  extended  care  facilities,  and  home  health 
plans  initiated,  on  and  after  January  1,  1971. 
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SECTION    234.  PROHIBITION    AGAINST    REASSIGNMENT    OF    CLAIMS  TO 

BENEFITS 

Section  234(a)  of  the  bill  amends  section  1842(b)  of  the  Social 
Security  Act  so  as  to  prohibit  payment  for  services  provided  under 
the  supplementary  medical  insurance  program  to  anyone  other  than 
the  individual  to  whom  the  services  were  provided  or  the  physician 
or  other  person  providing  the  services.  However,  payment  may  be 
made  to  the  employer  of  the  physician  or  other  person  providing  the 
services  if  such  physician  or  other  person  is  required  as  a  condition  of 
his  employment  to  turn  over  his  fee  for  such  services  to  his  employer; 
and  where  the  service  is  provided  in  a  hospital,  clinic,  or  other  facility 
payment  may  be  made  to  the  facility  if  there  is  a  contractual  arrange- 
ment between  the  physician  or  other  person  and  the  facility  under 
which  the  facility  submits  the  bill  for  such  services. 

Section  234(b)  amends  section  1902(a)  of  the  act  so  as  to  prohibit 
payment  for  services  provided  under  approved  State  medicaid  pro- 
grams to  anyone  other  than  the  physician,  dentist,  or  other  inde- 
pendent practitioner  who  provided  the  services.  However,  payment 
may  be  made  to  the  employer  of  such  physician,  dentist,  or  other  inde- 
pendent practitioner  if  he  is  required  as  a  condition  of  his  employment 
to  turn  over  his  fees  to  the  employer;  and  where  the  care  or  service 
to  turn  over  his  fee  for  such  services  to  the  employer;  and  where  the 
care  or  service  is  provided  in  a  hospital,  clinic,  or  other  facility  pay- 
ment may  be  made  to  the  facility  if  there  is  a  contractual  arrangement 
between  the  practitioner  and  the  facility  under  which  the  facility 
submits  the  bill  for  such  services. 

Section  234(c)  of  the  bill  provides  that  the  amendment  made  by 
section  234(a)  will  apply  with  respect  to  bills  submitted  and  requests 
for  payment  made  after  the  date  of  enactment  of  the  bill,  and  that 
the  amendment  made  by  section  234(b)  will  be  effective  July  1, 
1971,  or  earlier  if  the  State  plan  so  provides. 

SECTION  235.  UTILIZATION  REVIEW  REQUIREMENTS  FOR  HOSPITALS  AND 
SKILLED  NURSING  HOMES  UNDER  MEDICAID  AND  MATERNAL  AND 
CHILD  HEALTH  PROGRAMS 

Section  235(a)(1)  of  the  bill  amends  section  1903(g)  of  the  Social 
Security  Act  (as  added  and  otherwise  amended  by  the  bill)  to  require 
as  a  condition  of  payment  under  the  medicaid  program  that  hospitals 
and  skilled  nursing  homes  participating  in  such  program  have  their 
medicaid  cases  reviewed  by  the  same  utilization  review  committee 
which  already  reviews  their  medicare  cases  or,  if  such  a  committee 
does  not  exist,  by  a  committee  which  meets  the  requirements  imposed 
by  section  1861  (k)  of  the  act  for  purposes  of  the  medicare  program. 

Section  235(a)(2)  of  the  bill  amends  section  1902(a)  (30)  of  the  act 
to  make  a  conforming  change. 

Section  235(b)  of  the  bill  amends  section  506(f)  of  the  act  (as  added 
and  otherwise  amended  by  the  bill)  to  impose  with  respect  to  services 
provided  by  hospitals  and  skilled  nursing  homes  under  the  maternal 
and  child  health  program  (title  V  of  the  act)  the  same  utilization 
review  requirement  as  is  imposed  with  respect  to  services  under  the 
medicaid  program  under  the  amendment  made  by  section  235(a)(1). 
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Section  235(c)  of  the  bill  provides  that  the  amendments  made  by 
section  235(a)(1)  and  (b)  will  apply  to  services  furnished  after  June  30, 
1971,  and  that  the  amendment  made  by  section  235(a)(2)  will  be  effec- 
tive July  1,  1971. 

SECTION  236.  ELIMINATION  OF  REQUIREMENT  THAT  COST-SHARING 
CHARGES  IMPOSED  ON  INDIVIDUALS  OTHER  THAN  CASH  RECIPIENTS 
UNDER  MEDICAID  BE  RELATED  TO  THEIR  INCOME 

Section  236(a)  of  the  bill  amends  section  1902(a)  (14)  of  the  Social 
Security  Act  to  eliminate  the  requirement  that  any  deductible  or  cost- 
sharing  charge  which  is  imposed  under  a  State  medicaid  plan  upon  a 
medically  indigent  recipient  must  be  related  to  such  recipient's  income 
or  his  income  and  resources.  (The  imposition  of  deductibles  or  cost- 
sharing  charges  upon  cash  assistance  recipients  continues  to  be  pro- 
hibited.) 

Section  236(b)  of  the  bill  provides  that  this  amendment  will  be  effec- 
tive January  1,  1971  (or  earlier  if  the  State  plan  so  provides). 

SECTION  237.  NOTIFICATION  OF  UNNECESSARY  ADMISSION  TO  A 
HOSPITAL  OR  EXTENDED  CARE  FACILITY  UNDER  MEDICARE  PROGRAM 

Section  237(a)  of  the  bill  amends  section  1814(a)(7)  of  the  Social 
Security  Act  to  include  among  the  cases  where  medicare  payments  are 
to  be  terminated  for  medically  unnecessary  services  those  cases  where 
the  services  involved  are  found  to  be  medically  unnecessary  by  a 
utilization  review  committee  or  group  in  the  course  of  its  sample  or 
other  review  of  admissions  to  a  hospital  or  extended  care  facility. 

Section  237(b)  of  the  bill  provides  that  this  amendment  will  be 
effective  with  respect  to  services  furnished  after  the  second  month 
following  the  month  in  which  the  bill  is  enacted. 

SECTION  238.  USE  OF  STATE  HEALTH  AGENCY  TO  PERFORM  CERTAIN 
FUNCTIONS  UNDER  MEDICAID  AND  MATERNAL  AND  CHILD  HEALTH 
PROGRAMS 

Section  238(a)  of  the  bill  amends  section  1902(a)(9)  of  the  Social 
Security  Act  to  require  State  medicaid  plans  to  provide  that  the 
State  health  agency  will  have  responsibility  for  establishing  and 
maintaining  health  standards  for  institutions  in  which  medicaid  re- 
cipients may  receive  care  or  services  (with  the  State  authority  or 
authorities  presently  referred  to  in  sec.  1902(a)(9)  retaining  re- 
sponsibility for  establishing  and  maintaining  standards  other  than 
those  relating  to  health  for  such  institutions). 

Section  238(b)  of  the  bill  amends  section  1902(a)  of  the  act  by 
adding  (in  a  new  par.  (32))  a  new  plan  requirement  under  which 
the  State  health  agency  is  given  responsibility  for  establishing  a  plan 
for  the  review  by  professional  health  personnel  of  the  quality  and 
appropriateness  of  care  and  services  furnished  to  medicaid  recipients 
in  order  to  provide  guidance  to  the  State  medicaid  agency,  and  (in 
most  cases)  is  given  responsibility  for  determining  whether  institutions 
and  agencies  meet  the  applicable  requirements  for  participation  in  the 
medicaid  program. 

Section  238(c)  of  the  bill  amends  section  505(a)  of  the  act  by  adding 
(in  a  new  par.  (15))  substantially  the  same  new  plan  require- 
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ment  for  maternal  and  child  health  purposes  as  the  requirement 
added  for  medicaid  purposes  by  section  238(b). 

Section  238(d)  of  the  bill  provides  that  these  amendments  will  be 
effective  July  1,  1971. 

SECTION    239.    PAYMENTS    TO    HEALTH    MAINTENANCE  ORGANIZATIONS 

Section  239  (a)  of  the  bill  adds  to  title  XVIII  of  the  Social  Security 
Act  a  new  section  1876  providing  for  payments  to  health  maintenance 
organizations. 

Paragraph  (1)  of  the  new  section  1876(a)  authorizes  the  Secretary  to 
determine  by  actuarial  methods  a  combined  part  A  and  B  prospective 
per  capita  rate  of  payment  to  health  maintenance  organizations.  Pay- 
ments are  to  be  made  for  services  provided  to  individuals  who  are  en- 
rolled in  such  organizations  and  are  also  entitled  to  hospital  insurance 
benefits  under  part  A  and  enrolled  for  medical  insurance  benefits  under 
part  B.  These  payments  are  in  lieu  of  amounts  that  would  otherwise 
be  payable  with  respect  to  such  individuals  under  sections  1814(b)  and 
1833(a)  of  the  act. 

Paragraph  (2)  of  the  new  section  1876(a)  provides  that  the  rate  of 
payment  to  such  an  organization  is  to  be  determined  annually  in  ac- 
cordance with  regulations  established  by  the  Secretary.  This  rate  will 
take  into  account  the  health  maintenance  organization's  premiums  for 
its  other  enrollees  and  other  pertinent  factors  which  the  Secretary  may 
prescribe.  (Actuarial  adjustments  are  to  be  made  reflecting  the  differ- 
ence in  utilization  between  a  health  maintenance  organization's  mem- 
bers who  are  under  age  65  and  its  members  age  65  and  over.)  The  rate 
of  payment  is  not  to  exceed  95  percent  of  the  amount  the  Secretary 
estimates  would  be  paid  if  the  services  were  furnished  by  sources  other 
than  a  health  maintenance  organization. 

Paragraph  (3)  of  the  new  section  1876(a)  provides  that  the  payment 
to  health  maintenance  organizations  is  to  be  made  from  the  Federal 
hospital  insurance  trust  fund  and  the  Federal  supplementary  medical 
insurance  trust  fund.  The  portion  of  such  payment  to  be  made  from 
the  supplementary  medical  insurance  trust  fund  to  a  health  mainte- 
nance organization  for  a  month  will  be  equal  to  200  percent  of  the  prod- 
uct of  (A)  the  number  of  covered  enrollees  in  the  organization  in  such 
month  and  (B)  the  monthly  premium  rate  for  supplementary  medical 
insurance  for  that  month.  The  remainder  of  the  monthly  payment  will 
be  paid  from  the  hospital  insurance  trust  fund. 

The  new  section  1876(b)  defines  a  "health  maintenance  organiza- 
tion" as  a  public  or  private  organization  which — 

(1)  provides,  directly  or  through  arrangements  with  others, 
health  services  to  enrolled  individuals  on  a  per  capita  prepayment 
basis ; 

(2)  provides  to  enrolled  individuals,  through  qualified  providers 
of  services,  all  of  the  services  and  benefits  covered  under  parts 
A  and  B  of  title  XVIII; 

(3)  provides  physicians'  services  directly  through  physicians 
who  are  either  employees  or  partners  of  the  organization  or  under 
an  arrangement  with  an  organized  group  ( or  groups)  of  physicians 
which  is  (or  are)  reimbursed  for  services  on  the  basis  of  an  aggre- 
gate fixed  sum  or  on  a  per  capita  basis; 

(4)  demonstrates  to  the  satisfaction  of  the  Secretary  proof  of 
financial  responsibility  and  capability  to  provide  comprehensive 
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health  care  services  (including  institutional  services)  efficiently, 
effectively,  and  economically; 

(5)  has  enrolled  members  at  least  half  of  whom  are  under  age 
65; 

(6)  has  arrangements  that  assure  that  the  health  services  re- 
quired by  its  members  are  received  promptly  and  appropriately 
and  that  the  services  received  measure  up  to  quality  standards 
established  under  regulations  prescribed  by  the  Secretary;  and 

(7)  has  an  open  enrollment  period  at  least  once  every  2  years 
under  which  it  accepts  eligible  individuals,  without  underwriting 
restrictions,  on  a  first-come  first-accepted  basis  up  to  the  limit 
of  its  capacity. 

The  new  section  1876(c)  provides  that  the  benefits  provided  to  an 
individual  through  a  health  maintenance  organization  will  consist  of — 

(1)  services  described  in  sections  1812  and  1832  which  are 
furnished  by  such  organization  in  accordance  with  the  new  section 
1876(e); 

(2)  emergency  services  (as  defined  in  regulations)  furnished  to 
him  by  a  physician,  supplier,  or  provider  of  services  other  than 
the  health  maintenance  organization,  with  payment  being  made 
by  the  organization  on  the  individual's  behalf. 

The  new  section  1876(d)  provides  that  (subject  to  the  provisions  of 
section  1876(e))  every  individual  who  is  entitled  to  hospital  insurance 
benefits  under  part  A  and  who  is  enrolled  for  medical  insurance  bene- 
fits under  part  B  will  be  eligible  to  enroll  with  a  health  maintenance 
organization  which  serves  the  geographic  area  in  which  he  resides. 

The  new  section  1876(e)  provides  that  regulations  are  to  be  pre- 
scribed to  govern  enrollment  and  termination  of  enrollment  with  a 
health  maintenance  organization. 

The  new  section  1876(f)  provides  that  an  individual  enrolled  with 
a  health  maintenance  organization  is  entitled  to  a  hearing  before  the 
Secretary  (to  the  same  extent  as  is  provided  in  section  205(b)  of  the 
act)  if  the  amount  in  controversy  is  $100  or  more  and  the  individual 
is  dissatisfied  because  of  his  failure  to  receive  without  additional  cost 
any  health  service  to  which  he  believes  he  is  entitled.  In  any  such 
hearing  the  Secretary  will  make  the  health  maintenance  organization 
a  party  thereto.  If  the  amount  in  controversy  is  $1,000  or  more,  the 
individual  or  the  health  maintenance  organization  will  be  entitled  to 
judicial  review  of  the  Secretary's  final  decision. 

Paragraph  (1)  of  the  new  section  1876(g)  provides  that  if  the  health 
maintenance  organization  provides  only  the  services  described  in 
section  1876(c),  its  premium  rate  may  not  exceed  the  actuarial  value 
of  the  cost-sharing  provisions  applicable  under  part  A  and  part  B. 

Paragraph  (2)  of  the  new  section  1876(g)  provides  that  if  the  health 
maintenance  organization  provides  additional  services  it  will  furnish 
its  enrollees  with  information  as  to  the  division  of  its  premium  rate 
between  the  portion  for  the  additional  services  and  the  portion  for 
the  services  described  in  section  1876(c);  the  latter  portion  may  not 
exceed  the  actuarial  value  of  the  cost-sharing  provisions  applicable 
under  part  A  and  part  B. 

Section  239(b)  of  the  bill  amends  section  1866  of  the  act  by  adding 
at  the  end  a  new  subsection  (f)  which  provides  that  the  term  "provider 
of  services"  is  to  include  a  health  maintenance  organization  if  it  meets 
the  requirements  of  the  new  section  1876. 
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Section  239(c)  of  the  bill  provides  that  any  health  maintenance 
organization  which  has  entered  into  an  agreement  with  the  Secretary 
pursuant  to  section  1866  of  the  act  will  be  entitled  to  payment  only  as 
provided  in  the  new  section  1876;  the  provisions  of  section  1833  of 
the  act  do  not  apply. 

Section  239(d)  of  the  bill  provides  that  the  effective  date  of  any 
agreement  with  a  health  maintenance  organization  will  be  specified 
in  the  agreement  pursuant  to  regulations. 

Section  239(e)  of  the  bill  amends  sections  1814(a),  1833(a),  and 
1866(b)(2)  of  the  act  to  make  conforming  changes. 

Section  239(f)  of  the  bill  provides  that  these  amendments  will  be 
effective  with  respect  to  services  provided  on  or  after  January  1,  1971. 

Part  C — Miscellaneous  and  Technical  Provisions 

SECTION  251.  COVERAGE  PRIOR  TO  APPLICATION  FOR  MEDICAL  ASSISTANCE 

Section  251(a)  of  the  bill  amends  section  1902(a)  of  the  Social 
Security  Act  by  adding  (in  a  new  paragraph  (33))  a  new  requirement 
under  which  State  medicaid  plans  must  provide  for  payments  of 
medical  assistance  where  care  or  services  included  under  the  plan  were 
furnished  in  or  after  the  third  month  prior  to  the  month  of  applica- 
tion for  individuals  who  were  otherwise  eligible  when  the  care  or  ser- 
vices were  received. 

Section  251(b)  of  the  bill  provides  that  this  amendment  will  be 
effective  July  1,  1971. 

SECTION  252.  HOSPITAL  ADMISSIONS  FOR  DENTAL  SERVICES  UNDER  THE 

MEDICARE  PROGRAM 

Section  252' a)  of  the  bill  amends  section  1814(a)(2)  of  the  Social 
Security  Act  by  adding  a  new  subparagraph  (E)  which  provides  that, 
in  order  to  receive  payment  for  inpatient  hospital  services  in  con- 
nection with  a  dental  procedure,  a  physician  must  certify  that  the 
patient  suffers  from  impairments  which  are  of  such  severity  that  he 
requires  hospitalization. 

Section  252(b)  of  the  bill  amends  section  1861(r)  of  the  act  to 
provide  that  a  doctor  of  dentistry  or  of  dental  or  oral  surgery  may 
make  the  certification  described  in  the  new  subparagraph  (E)  of 
section  1814(a)(2). 

Section  252(c)  of  the  bill  amends  section  1862(a)  (12)  of  the  act  to 
make  it  clear  that  payment  under  part  A  for  inpatient  hospital  services 
in  connection  with  dental  procedures  will  not  be  excluded  from 
coverage  when  the  patient  suffers  from  severe  impairments  which 
require  that  he  be  hospitalized. 

Section  252(d)  of  the  bill  provides  that  these  amendments  will  be 
effective  with  respect  to  admissions  occurring  after  the  second  month 
following  the  month  of  enactment. 

SECTION  253.  EXEMPTION  OF  CHRISTIAN  SCIENCE  SANATORIUMS  FROM 
CERTAIN  NURSING  HOME  REQUIREMENTS  UNDER  MEDICAID  PROGRAMS 

Section  253(a)  of  the  bill  amends  section  1902(a)  of  the  Social 
Security  Act  to  exclude  Christian  Science  sanatoriums  from  the  terms 
"skilled  nursing  home"  and  "nursing  home"  for  specified  medicaid 
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purposes  and  thereby  to  exempt  them  from  the  requirements  estab- 
lished for  skilled  nursing  homes  which  relate  to  medical  practices 
and  activities  such  as  maintaining  an  organized  nursing  service 
under  the  direction  of  a  registered  nurse,  maintaining  detailed  medical 
records,  having  diagnostic  and  other  service  arrangements  with 
general  hospitals,  and  having  a  skilled  nursing  home  administrator 
licensed  by  the  State.  States  are  relieved  of  the  requirement  that  they 
provide  regular  medical  review  and  periodic  inspections  of  the  care 
provided  in  Christian  Science  sanatoriums. 

Section  253(b)  of  the  bill  amends  section  1908(g)(1)  of  the  act 
(relating  to  State  programs  for  licensing  nursing  home  administrators) 
to  provide  that  the  term  ''nursing  home"  contained  therein  does  not 
include  Christian  Science  sanatoriums. 

Section  253(c)  of  the  bill  provides  that  these  amendments  will  be 
effective  upon  the  enactment  of  the  bill. 

SECTION  254.  PHYSICAL  THERAPY  SERVICES  UNDER  MEDICARE  PROGRAM 

Section  254(a)(1)  of  the  bill  amends  section  1861(p)  of  the  Social 
Security  Act  to  include,  as  part  of  "outpatient  physical  therapy 
services,"  physical  therapy  services  furnished  by  a  licensed  physical 
therapist  in  his  office  or  in  the  patient's  home  if  such  services  are 
furnished  in  accordance  with  regulations  including  such  conditions 
relating  to  health  and  safety  as  the  Secretary  finds  necessary. 

Section  254(a)  (2)  and  (3)  amend  section  1833  of  the  act  (as  other- 
Avise  amended  by  the  bill)  to  provide  that  no  more  than  $100  in  any 
calendar  year  may  be  considered  as  incurred  expenses  for  purposes 
of  payments  for  the  physical  therapy  services  described  in  the  amend- 
ment made  by  section  254(a)(1),  and  that  reimbursement  will  be  on 
the  basis  of  the  reasonable  charges  for  such  services. 

Section  254(a)(4)  amends  section  1832(a)(2)(C)  of  the  act  to  pro- 
vide that  the  services  described  in  the  amendment  made  by  section 
254(a)(1)  will  not  be  considered  as  outpatient  physical  therapy 
services  benefit  for  which  reimbursement  may  only  be  made  on  behalf 
of  the  entitled  beneficiary;  thus  reimbursement  may  either  be  made 
directly  to  the  beneficiary  for  the  incurred  expenses  or  on  his  behalf 
(upon  assignment  by  him)  to  the  physical  therapist  who  furnished 
the  services. 

Section  254(b)  of  the  bill  amends  section  1861(p)  of  the  act  (as 
otherwise  amended  by  the  bill)  to  provide  that  "outpatient  physical 
therapy  services"  include  physical  therapy  services  furnished  by  a 
hospital  or  extended  care  facility  to  an  inpatient  of  such  institution. 

Section  254(c)  of  the  bill  amends  section  1861  (v)  of  the  act  by 
adding  a  new  paragraph  providing  that  the  payment  for  physical 
therapy  services  furnished  by  a  provider  of  services,  or  by  a  clinic, 
rehabilitation  agency,  or  public  health  agency,  or  by  others  under 
arrangements  with  such  a  provider,  agency,  or  organization,  may  not 
exceed  the  amount  that  would  reasonably  have  been  paid  as  salary 
if  the  services  had  been  performed  by  an  employee. 

Section  254(d)  of  the  bill  provides  that  the  amendments  made  by 
sections  254(a)  and  254(b)  will  apply  with  respect  to  services  furnished 
after  December  31,  1970,  and  that  the  amendments  made  by  section 
254(c)  will  apply  with  respect  to  provider  accounting  periods  begin- 
ning after  the  enactment  of  the  bill. 
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SECTION  255.  EXTENSION  OF  GRACE  PERIOD  FOR  TERMINATION  OF  SUP- 
PLEMENTARY MEDICAL  INSURANCE  COVERAGE  WHERE  FAILURE  TO 
PAY  PREMIUMS  IS  DUE  TO  GOOD  CAUSE 

Section  255(a)  of  the  bill  amends  section  1838(b)  of  the  Social 
Security  Act  (which  presently  provides  that  termination  of  coverage 
under  the  supplementary  medical  insurance  program  for  nonpayment 
of  premiums  shall  be  deferred  for  a  grace  period  not  in  excess  of  90 
days  during  which  overdue  premiums  may  be  paid  and  coverage 
continued)  to  authorize  the  extension  of  the  grace  period  for  an  addi- 
tional 90  days  where  the  Secretary  determines  that  there  was  good 
cause  for  failure  to  pay  the  overdue  premiums  within  the  initial  90- 
day  period. 

Section  255(b)  provides  that  this  amendment  will  apply  with 
respect  to  nonpayment  of  premiums  becoming  due  and  payable  on  or 
after  the  date  of  enactment  of  the  bill.  For  purposes  of  the  amend- 
ment any  premium  which  became  due  and  payable  within  the  90-day 
period  immediately  preceding  the  date  of  enactment  is  considered  as 
becoming  due  and  payable  as  of  such  date. 

SECTION  256.  EXTENSION  OF  TIME  FOR  FILING  CLAIM  FOR  SUPPLEMEN- 
TARY MEDICAL  INSURANCE  BENEFITS  WHERE  DELAY  IS  DUE  TO  AD- 
MINISTRATIVE ERROR 

Section  256(a)  of  the  bill  amends  section  1842(b)(3)  of  the  Social 
Security  Act  to  provide  that  a  bill  submitted  or  a  request  for  pay- 
ment made  after  the  close  of  the  calendar  year  following  the  year  in 
which  the  related  service  was  furnished  may  be  honored  notwith- 
standing the  lapse  of  time  if  the  delay  in  submitting  the  bill  or  in 
requesting  the  payment  is  due  to  error  or  misrepresentation  of  the 
Government  or  one  of  its  agents  and  if  the  bill  is  submitted  or  the 
request  for  payment  is  made  as  soon  as  possible  after  the  fact  of  such 
error  or  misrepresentation  is  established. 

Section  256(b)  of  the  bill  provides  that  this  amendment  will  apply 
with  respect  to  bills  submitted  and  requests  for  payment  made  after 
March  1968. 

SECTION  257.  WAIVER  OF  ENROLLMENT  PERIOD  REQUIREMENTS  WHERE 
INDIVIDUAL'S  RIGHTS  WERE  PREJUDICED  BY  ADMINISTRATIVE  ERROR 
OR  INACTION 

Section  257(a)  of  the  bill  amends  section  1837  of  the  Social  Security 
Act  by  adding  a  new  subsection  (f),  providing  that  where  the  Secre- 
tary finds  that  an  individual's  enrollment  or  nonenrollment  in  the 
supplementary  medical  insurance  program  is  unintentional,  inadvert- 
ent, or  erroneous  because  of  the  error,  misrepresentation,  or  inaction 
of  a  departmental  officer,  employee,  or  agent,  the  Secretary  may  take 
such  action  as  may  be  necessary  to  correct  or  eliminate  the  effects  of 
such  error,  misrepresentation,  or  inaction  (including  the  designation 
for  such  individual  of  a  special  initial  or  subsequent  enrollment  pe- 
riod, with  a  coverage  period  determined  on  the  basis  thereof  and  with 
appropriate  adjustments  of  premiums). 

Section  257(b)  of  the  bfil  provides  that  this  amendment  will  be 
effective  as  of  July  1,  1966. 
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SECTION  258.  ELIMINATION  OF  PROVISIONS  PREVENTING  ENROLLMENT 
IN  SUPPLEMENTAL  MEDICAL  INSURANCE  PROGRAM  MORE  THAN  THREE 
YEARS  AFTER  FIRST  OPPORTUNITY 

Section  258  of  the  bill  amends  section  1837(b)  of  the  Social  Security 
Act  to  permit  eligible  individuals  to  enroll  or  reenroll  in  the  supple- 
mentary medical  insurance  program  during  any  prescribed  general 
enrollment  period  by  eliminating  the  requirement  that  an  individual 
must  enroll  (or  reenroll  after  termination  of  a  previous  enrollment) 
within  3  years  following  the  close  of  his  initial  enrollment  period  (or 
following  the  effective  date  of  such  termination).  The  restriction  that 
no  individual  may  enroll  in  the  supplementary  medical  insurance 
program  more  than  twice  is  retained. 

SECTION  259.  WAIVER  OF  RECOVERY  OF  INCORRECT  PAYMENTS  FROM 
SURVIVOR  WHO   IS  WITHOUT   FAULT  UNDER   MEDICARE  PROGRAM 

Section  259(a)  of  the  bill  amends  section  1870(c)  of  the  Social  Se- 
curity Act  (which  presently  provides  that  with  respect  to  an  over- 
payment there  will  be  no  adjustment  as  required  under  section  1870(b) 
of  the  act  (or  recovery)  in  any  case  in  which  the  individual  to  whom 
the  incorrect  payment  was  made  is  without  fault  and  where  such 
adjustment  (or  recovery)  would  defeat  the  purpose  of  title  II  of  the 
act  or  would  be  against  equity  and  good  conscience)  to  make  its  pro- 
visions applicable  to  any  person  who  is  without  fault  and  subject  to 
adjustment  as  provided  for  in  section  1870(b)(4)  of  the  act. 

Section  259(b)  of  the  bill  provides  that  this  amendment  will  apply 
with  respect  to  waiver  actions  considered  after  the  date  of  enactment 
of  the  bill. 

SECTION  260.  REQUIREMENT  OF  MINIMUM  AMOUNT  OF  CLAIM  TO 
ESTABLISH  ENTITLEMENT  TO  HEARING  UNDER  SUPPLEMENTARY 
MEDICAL  INSURANCE  PROGRAM 

Section  260(a)  of  the  bill  amends  section  1842(b)(3)(C)  of  the 
Social  Security  Act  (which  presently  provides  that  enrollees  in  the 
supplementary  medical  insurance  program  will  be  granted  fair  hearings 
by  the  carrier  in  cases  where  requests  for  payment  are  denied  or 
are  not  acted  upon  with  reasonable  promptness  or  when  the  amount 
of  payment  is  in  controversy)  to  provide  that  a  minimum  amount  of 
$100  must  be  at  issue  before  such  a  hearing  will  be  granted. 

Section  260(b)  of  the  bill  provides  that  this  amendment  will  apply 
with  respect  to  hearings  requested  after  the  date  of  enactment  of  the 
bill. 

SECTION  261.  COLLECTION  OF  SUPPLEMENTARY  MEDICAL  INSURANCE 
PREMIUMS  FROM  INDIVIDUALS  ENTITLED  TO  BOTH  SOCIAL  SECURITY 
AND  RAILROAD  RETIREMENT  BENEFITS 

Sections  261  (a),  (b),  (c),  and  (d)  of  the  bill  amend  sections  1840 
and  1841  of  the  Social  Security  Act  to  provide  that  a  railroad  retire- 
ment beneficiary's  monthly  supplementary  medical  insurance  pre- 
miums will  be  deducted  from  his  railroad  retirement  pension  regardless 
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of  any  entitlement  he  may  have  to  monthly  benefits  under  title  II 
of  the  act. 

Section  261(e)  of  the  bill  amends  section  1841  of  the  act  by  adding 
a  new  subsection  (i)  providing  that  the  Managing  Trustee  of  the 
Supplementary  Medical  Insurance  Trust  Fund  is  to  reimburse  the 
Railroad  Retirement  Board  from  the  trust  fund  in  such  amounts  as 
the  Secretary  of  Health,  Education,  and  Welfare  determines  to  be 
equal  to  the  costs  incurred  by  the  Board  in  making  the  premium 
deductions. 

Section  261(f)  of  the  bill  provides  that  these  amendments  will  apply 
with  respect  to  premiums  becoming  due  and  payable  after  the  fourth 
month  following  the  month  of  enactment  of  the  bill. 

SECTION  262.   PAYMENT  FOR   CERTAIN    INPATIENT  HOSPITAL  SERVICES 
FURNISHED  OUTSIDE  THE  UNITED  STATES 

Section  262(a)  of  the  bill  amends  section  1814(f)  of  the  Social  Se- 
curity Act  to  make  medicare  benefits  payable  for  inpatient  hospital 
services  furnished  outside  the  United  States  in  cases  where  the  bene- 
ficiary is  a  resident  of  the  United  States  and  the  foreign  hospital  is 
closer  to,  or  substantially  more  accessible  from,  his  residence  than  the 
nearest  hospital  in  the  United  States  which  was  suitable  and  available 
for  his  treatment.  Such  benefits  are  to  be  payable  without  regard  to 
whether  an  emergency  existed  or  where  the  illness  or  accident  occurred. 
(In  present  law  section  1814(f)  limits  payment  to  emergencies  occur- 
ring within  the  United  States.)  Payment  for  covered  hospital  services 
furnished  outside  the  United  States  would  be  made  essentially  on  the 
same  basis  as  payment  for  emergency  services  furnished  by  a  non- 
participating  hospital  within  the  United  States. 

Section  262  (b)  of  the  bill  amends  section  1861  (e)  of  the  act  to  provide 
that  medicare  benefits  payable  under  the  amended  section  1814(f) 
will  be  payable  only  with  respect  to  inpatient  services  furnished  by  a 
hospital  which  has  been  accredited  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals  or  by  a  hospital-approval  program  having 
essentially  comparable  standards. 

Section  262(c)  of  the  bill  makes  a  conforming  change  in  section 
1862(a)(4)  of  the  act. 

Section  262(d)  of  the  bill  provides  that  these  amendments  will  be 
applicable  to  services  furnished  with  respect  to  admissions  occurring 
after  December  31,  1970. 

SECTION  263.  STUDY  OF  CHIROPRACTIC  COVERAGE 

Section  263  of  the  bill  directs  the  Secretary  of  Health,  Education, 
and  Welfare  (utilizing  his  authority  under  section  1110  of  the  Social 
Security  Act)  to  conduct  a  study  of  the  coverage  of  services  performed 
by  chiropractors  under  State  medicaid  plans  approved  under  title 
XIX  of  the  Social  Security  Act  to  determine  whether,  and  to  what 
extent,  chiropractic  services  should  be  covered  under  part  B  of 
title  XVIII.  The  study  is  to  focus  on  the  limitations  which  should  be 
placed  upon  such  coverage  (including  payment  limitations)  and  is  to 
include  one  or  more  experimental,  pilot,  or  demonstration  projects 
designed  to  assist  in  providing  under  controlled  conditions  the  infor- 
mation necessary  to  achieve  the  objectives  of  the  study.  The  Secretary 
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is  to  report  the  results  of  the  study  to  the  Congress  within  2  years 
after  the  date  of  enactment  of  the  bill,  together  with  his  findings  and 
recommendations  based  on  the  study,  and  on  other  relevant  informa- 
tions. 

TITLE  III— MISCELLANEOUS 

SECTION  301.  MEANING  OF  TERM  "SECRETARY" 

Section  301  of  the  bill  makes  it  clear  that  the  term  "Secretary" 
(unless  the  context  otherwise  requires)  means  the  Secretary  of  Health, 
Education,  and  Welfare  when  it  is  used  in  the  bill  and  in  the  amend- 
ments made  by  the  bill. 


VI.  SEPARATE  VIEWS  OF  HON.  CHARLES  A.  VANIK, 

OF  OHIO 

Although  this  bill  provides  some  long-needed  improvements  in  the 
social  security  system,  I  am  distressed  with  the  decision  to  reduce  the 
old-age  and  disability  insurance  fund  by  $30.2  billion  in  the  next  4  years 
with  a  compounded  loss  including  interest  totaling  $54.9  billion  by 
January  1,  1980. 

The  reduction  of  the  old-age  and  disability  tax  rate  was  achieved 
by  deferring  the  scheduled  increase  in  the  employer-employee  com- 
bined contribution  rate  to  10  percent  until  January  1,  1975.  Present 
law  would  have  increased  the  combined  8.4-percent  rate  to  9.2  percent 
on  January  1,  1971,  and  to  10  percent  on  January  1,  1973. 

I  cannot  agree  with  the  Social  Security  authorities  who  deplore  the 
healthy  growth  of  the  social  security  fund.  Those  who  criticize  and 
question  the  soundness  of  this  program  are  given  comfort  by  our 
legislative  action  which  diverts  almost  $62.6  billion  from  the  fund 
over  the  next  40  years. 

Under  regular  insurance  actuarial  standards,  the  social  security 
trust  fund  is  far  below  accepted  reserve  requirements.  The  tax  stretch- 
out further  reduces  the  strength  of  the  trust  fund  at  a  time  of  uncer- 
tainties beyond  projection  or  prophecy. 

Our  action  in  reducing  the  tax  rate  on  the  old  age,  survivors',  and 
disability  insurance  fund  is  an  inflationary  action  which  comes  simul- 
taneously with  income  tax  reductions.  It  would  seem  provident  to  place 
some  of  the  tax  reduction  into  the  retirement  reserve. 

Furthermore,  the  trust  funds  are  becoming  more  substantial 
investors  in  the  Federal  debt.  The  time  is  not  far  distant  when  40 
percent  of  the  Federal  debt  will  be  held  by  trust  fund  accounts.  The 
trust  fund  contributions  constitute  the  only  investment  in  the  Federal 
debt  of  millions  of  American  taxpayers.  Incredible  as  it  may  seem, 
the  substantial  investment  of  the  trust  funds  in  the  Federal  debt  have 
served  to  keep  the  Federal  interest  rate  and  the  public  interest  rate 
from  reaching  even  greater  heights. 

Those  who  oppose  the  increased  reserves  in  the  social  security  trust 
fund  are  also  those  who  oppose  increased  benefits.  They  are  willing 
to  shortchange  the  trust  funds  in  order  to  reduce  pressures  for  in- 
creased benefits  and  services  needed  by  retired  Americans.  The  worker- 
contributor  will  save  a  few  pennies  but  the  corporations  of  America 
will  have  a  windfall  of  $15  billion  in  4  years  at  the  expense  of  a  stronger 
social  security  fund  and  a  better  program.  This  proposal  is  penny 
wise  but  pound  foolish. 

Charles  A.  Vanik. 
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VII.  SUPPLEMENTAL  REPUBLICAN  VIEWS 


We  believe  the  committee  did  a  commendable  job  in  adopting  a 
series  of  structural  changes  that  will  produce  greater  equity  in  our 
social  security  program.  We  are  particularly  pleased  that  the  com- 
mittee has  acted  favorably  on  the  administration's  proposals  to 
improve  benefits  for  widows  and  increase  the  amount  that  an  indi- 
vidual may  earn  without  losing  benefits.  We  also  support  the  provisions 
of  the  bill  designed  to  improve  the  effectiveness  and  hold  down  the 
costs  of  the  medicare,  medicaid,  and  maternal  and  child  health 
programs. 

However,  we  must  express  concern  about  several  of  the  actions 
taken  by  the  committee.  First,  we  are  concerned  about  the  manner 
and  timing  of  the  5-percent  benefit  increase  provided  in  the  committee 
bill.  Second,  we  are  concerned  about  the  implications  of  the  actuarial 
imbalance  that  will  exist  in  the  fund  for  the  immediate  future,  even 
though  this  imbalance  is  admittedly  small.  Finally,  we  deeply  regret 
the  partisan  rejection  of  the  administration's  recommendation  for 
automatically  adjusting  benefits  in  the  future  as  the  cost  of  living 
increases. 

I.   POOR  TIMING  OF  THE  BENEFIT  INCREASE 

At  the  outset,  we  want  to  firmly  state  our  belief  that  social  security 
beneficiaries  are  entitled  to  benefit  increases  to  replace  purchasing 
power  lost  to  inflation.  Additionally,  we  feel  that  Congress  should 
periodically  review  the  benefit  schedule  in  the  light  of  overall  advances 
in  economic  activity.  Congress  has  enacted  benefit  increases  in  the 
past  in  accordance  with  these  essential  principles  and  will  continue 
to  do  so  in  the  future. 

Since  1965,  Congress  has  increased  cash  benefits  by  39  percent, 
and  has  also  enacted  the  medicare  program  which  for  the  aged  is 
today  equivalent  to  about  a  30-percent  increase  in  benefits.  This 
record  certainly  reflects  our  sincere  desire  to  be  fair  toward  those 
relying  on  social  security  benefits. 

We  believe  it  is  equally  important  to  be  fair  to  those  who  are  bear- 
ing the  tax  burden  necessary  to  provide  these  benefits.  When  the 
tax  increases  provided  by  this  bill  are  fully  effective,  social  security 
employee  taxes  will  exceed  the  income  taxes  payable  by  a  working 
man  with  a  wife  and  two  children  (taking  the  higher  of  the  standard 
deduction  or  low-income  allowance)  at  all  wage  levels  below  $7,170. 
This  does  not  include  the  employer's  share  of  the  tax,  although  most 
economists  agree  that  the  economic  incidence  of  the  employer's 
share  of  the  tax  falls  on  the  employee.  It  is  also  important  to  note 
that  social  security  taxes  are  applied  to  the  worker's  wages  without 
allowing  any  deductions  or  exemptions. 

We  simply  must  remember  that  the  income  that  a  worker  can 
currently  devote  to  future  contingencies  is  limited  by  his  ability  to 
meet  the  immediate  needs  of  his  family.  If  the  cost  of  social  security 
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cuts  too  deeply  into  daily  living  requirements,  people  will  begin  to 
make  unfavorable  comparisons  between  current  costs  and  distant 
benefits.  If  the  time  ever  comes  that  current  workers  are  unwilling 
to  bear  the  cost  of  providing  benefits  to  current  retirees,  the  social 
security  system  will  be  in  real  danger  and  those  who  will  stand  to  lose 
most  will  be  the  current  beneficiaries. 

We  are  concerned  that  the  timing  of  the  5-percent  benefit  increase 
included  in  this  bill,  coming  on  top  of  a  15-percent  increase  that  social 
security  beneficiaries  began  receiving  only  last  month,  fails  to  give 
sufficient  weight  to  both  the  benefits  that  should  be  payable  and  the 
burdens  that  may  be  reasonably  imposed  on  today's  workers. 

We  wholeheartedly  supported  the  15-percent  increase  enacted  into 
law  on  December  30  of  last  year.  It  must  be  recognized,  however,  that 
in  doing  so  Congress  provided  benefits  nearly  half  again  as  large  as 
was  necessary  to  make  up  for  increases  in  the  cost  of  living.  Realizing 
that  the  war  against  a  deeply  entrenched  inflation  resulting  from 
years  of  fiscal  irresponsibility  could  not  be  won  overnight,  we  provided 
a  cushion  against  further  increases  in  the  cost  of  living  on  a  prospective 
basis.  Despite  this,  the  committee  has,  only  4  months  after  we  pro- 
vided a  15-percent  increase,  voted  an  additional  5-percent  benefit 
increase  payable  next  January  1.  This  results  in  combined  increases 
of  nearly  21  percent  within  a  1-year  period,  which  is  substantially 
above  the  erosion  in  benefits  that  has  resulted  from  inflation  since  the 
last  increase  in  1968. 

Under  the  proposal  for  automatically  adjusting  benefits  to  increases 
in  the  cost  of  living,  which  we  support,  it  is  estimated  that  an  increase 
in  benefits  of  around  5  percent  would  be  payable  at  the  end  of  1971. 
It  is  therefore  not  the  benefit  increase  that  concerns  us,  but  its  timing. 
The  practice  of  bunching  increases  of  this  magnitude  back  to  back 
will  in  the  long  run  lead  to  further  substantial  increases  in  the  tax 
burdens  that  must  be  imposed. 

Additionally,  the  timing  of  this  increase  will  result  in  an  increase 
in  spending  in  the  unified  budget  of  around  $700  million  in  fiscal 
1971.  Coming  on  top  of  other  increases  in  Federal  spending  and  possible 
shortfalls  in  Federal  revenue,  the  timing  of  this  increase  may  seriously 
impair  public  confidence  in  our  Government's  determination  to  win 
the  battle  against  inflation.  Social  security  beneficiaries  living  on 
fixed  incomes  suffer  the  most  from  inflation.  They  should  not  be  made 
the  scapegoat  for  governmental  programs  to  deal  with  inflation,  as 
we  recognized  in  supporting  the  recent  15  percent  benefit  increase. 
But  by  the  same  token,  they  will  suffer  the  most  if  our  determination 
to  control  inflation  is  seriously  impaired. 

II.  ACTUARIAL  IMBALANCE  IN  THE  OASDI  FUND  DURING  THE  IMMEDIATE 

FUTURE 

During  the  history  of  the  social  security  program,  tolerances  have 
been  established  to  determine  when  the  social  security  funds  are 
actuarially  in  balance.  Since  1965,  when  estimates  were  placed  on  a 
75-year  basis,  the  fund  has  been  considered  to  be  actuarially  in  balance 
only  when  long-term  level  costs  are  financed  within  one-tenth  of  1 
percent  of  covered  payroll.  We  must  express  our  concern  about  action 
taken  by  the  committee  which  provides  long-term  level  costs  that 
exceed  income  over  the  estimating  period  by  0.12  percent  of  covered 
payroll.     m       ..........     -  ;  ■-;  - 
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While  the  OASDI  trust  funds  are  only  out  of  balance  by  0.02  percent 
of  payroll  and  should  be  in  balance  again  sometime  in  1971,  we  must 
express  a  strong  word  of  caution.  In  the  past,  the  committee  has 
insisted  that  the  criteria  for  determining  actuarial  soundness  be 
strictly  adhered  to.  We  trust  that  the  action  taken  by  the  committee 
in  this  bill  does  not  reflect  a  disregard  for  the  practice  of  insisting  on 
the  soundest  financing,  and  will  not  provide  a  precedent  for  any 
changes  in  this  policy  in  the  future. 

III.  PARTISAN  REJECTION  OF  ADMINISTRATION'S  RECOMMENDATION  FOR 
AUTOMATICALLY  ADJUSTING  BENEFITS 

In  his  message  to  the  Congress  on  social  security,  President  Nixon 
recommended  that  benefits  "be  adjusted  automatically  to  reflect 
increases  in  the  cost  of  living.  The  uncertainty  of  adjustment  under 
present  laws  and  the  delay  often  encountered  when  the  needs  are 
already  apparent  is  unnecessarily  harsh  to  those  who  must  depend  on 
social  security  benefits  to  live." 

Recommendations  for  automatic  benefit  adjustments  were  included 
in  both  major  party  platforms  in  the  last  election,  advocated  by 
both  presidential  candidates,  and  have  been  included  in  legislation 
introduced  by  four  Democrat  members  on  the  Ways  and  Means 
Committee. 

The  rejection  of  President  Nixon's  proposal  on  a  completely  par- 
tisan basis  is  therefore  surprising  and  disappointing.  It  is  a  complete 
departure  from  the  policies  the  Democratic  Party  pledged  the  Ameri- 
can people  they  would  work  for.  It  was  certainly  anomalous  for  four 
Democrat  members  of  the  committee  to  vote  against  an  escalator 
clause  when  they  have  introduced  legislation  to  enact  such  a 
provision. 

More  than  this,  the  partisan  rejection  of  this  constructive  proposal 
is  a  disservice  to  all  current  and  future  beneficiaries  of  our  social 
security  program.  The  proposal  would  extend  to  social  security 
beneficiaries  for  the  first  time  the  same  protection  against  inflation 
that  our  civil  service  retirees  have  enjoyed  since  1962,  and  that  our 
military  retirees  have  enjoyed  since  1958. 

Prompt  adjustment  of  benefits  would  enable  our  citizens  to  plan 
their  retirement  with  the  assurance  that  a  specified  amount  of  real 
income  would  be  consistently  provided.  Studies  indicate  that  the 
total  amount  of  benefit  increases  provided  between  1954  and  the 
end  of  last  year  was  nearly  identical  with  increases  that  would  have 
been  provided  under  a  provision  automatically  increasing  benefits. 
However,  since  Congress  enacted  increases  on  only  three  different 
occasions  during  this  period,  long  delays  were  experienced  by  bene- 
ficiaries, with  no  increase  at  all  being  provided  during  the  6 -year 
period  between  1959  and  1965.  Under  the  President's  proposal  for 
automatic  benefit  adjustments,  benefits  would  have  been  increased 
six  times  during  this  period,  avoiding  unnecessary  delay  and  hardship. 
Justice  to  our  senior  citizens  requires  that  benefits  be  promptly 

^Additionally,  a  provision  automatically  adjusting  benefits  would 
enable  a  busy  Congress  to  devote  time  to  considering  solely  on  their 
merits  structural  improvements  in  the  program  to  improve  equity, 
facilitate  administration,  and  increase  the  basic  efficiency  of  the 
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program.  Proposals  of  dubious  merit  having  little  support  m  tue 
Congress  have  too  often  in  the  past  been  enacted  because  they  were 
attached  to  legislation  providing  benefit  adjustments  that  were 
vitally  needed  by  social  security  beneficiaries.  In  considering  structural 
improvements  in  the  program,  Congress  would,  of  course,  periodically 
review  the  entire  benefit  structure  to  provide  adjustments  over  and 
above  the  automatic  increases  when  increases  in  general  economic 
productivity  make  such  adjustments  desirable. 

We  want  to  make  it  clear  that  the  provision  for  automatic  benefit 
adjustments  does  not  in  any  way  delegate  to  the  executive  branch 
discretion  to  increase  taxes.  In  order  to  finance  the  automatic  benefit 
increases  tied  to  increases  in  the  cost  of  living,  provisions  are  included 
in  the  bill  for  periodic  adjustments  in  the  wage  base  to  reflect  increases 
in  earnings.  However,  the  increase  in  the  wage  base  is  not  left  to  the 
discretion  of  any  executive  official,  but  is  specifically  tied  to  actual 
increases  in  the  earnings  of  workers  in  covered  employment. 

Under  the  provisions  for  automatic  benefit  adjustments  recom- 
mended by  the  administration,  which  the  Democrat  members  of  the 
committee  rejected,  the  average  wages  actually  paid  to  workers  in 
covered  employment  during  the  first  quarter  of  each  even-numbered 
year  would  be  compared  with  the  average  wages  actually  paid  to 
covered  workers  in  the  first  quarter  of  1971.  The  wage  base  would  be 
automatically  increased  by  an  amount  equal  to  the  increase  in  the 
earnings  of  covered  workers  that  has  occurred,  rounded  to  the  nearest 
multiple  of  $600.  It  cannot  be  alleged  that  this  leaves  to  anyone's 
discretion  the  right  to  raise  or  lower  taxes.  Changes  in  tax  rates  would 
continue  to  require  specific  legislation.  Changes  in  the  wage  base  could 
only  result  when  wages  increase  in  accordance  with  a  very  specific 
formula  spelled  out  in  the  legislation  or  as  a  result  of  specific  legisla- 
tion. The  circumstances  under  which  taxes  are  payable  would  con- 
tinue to  remain  where  they  belong,  under  the  complete  control  of  the 
Congress. 

CONCLUSION 

We  strongly  support  the  constructive  amendments  included  in 
this  bill  providing  structural  improvements  to  the  OASDI  program, 
the  medicare  program,  and  the  child  and  maternal  health  program. 
We  commend  the  administration  for  making  sound  recommendations 
and  working  with  the  committee  in  developing  needed  improvements 
in  these  areas. 

We  have  reservations  concerning  the  timing  of  the  5-percent 
increase,  the  growing  burden  of  payroll  taxes  on  our  working  popu- 
lation, and  the  actuarial  imbalance,  though  small,  that  will  exist  in 
the  fund  during  the  immediate  future.  We  strongly  object  to  the 
partisan  rejection  of  the  administration's  constructive  recommenda- 
tion to  provide  for  automatic  increases  in  benefits  commensurate  with 
increases  in  the  cost  of  living. 
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